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. STUDENT LOAN CONSOLlDATKjN . ^ 

WEDNESDAY, MAY 25, 1983 

r 

HousK OF Rkprkskntatives, Subcommittee on Postskc- 
ONDARY Education, Committee on Education and 
Labor, Joint Wifii Senate Subcommittee on Educa- 
tion, Arts and Humanities of^the Seiv>ate» Commit- 
^ tee on Labor and Human Resources, 

^ ry Washington, IXC, 

The subcomniitloes met, pursuant to call, at 2 p.m., in room 2175, 
Rayburn House Office Huilding, Hon. Robert Stafford (chairman of 
the Senate Subcommittee on Educatign, Arts and Humanities) pre- 
siding. 

Members [)resent: Senator Stafford, Repre5?entatives Simon, 
Harrison, Jeffords, and Petri. * ^ 

Mr. Simon [presiding]. Tbe Subcommittee of the House on Post- 
secondary Education and Senate Subcommittee on Education, hold- 
ing a joint hearing on student loan consolidation. 

I will enter my statement in the record.^ We have some time 
problems here. 

(Opening statements of Chairman Simon and^ Chairman Stafford 
follow:] ^ > 

Opkninc; Si^tkment of Hon. Vavi. Simon, a Ri::iMtri?ENTATivii: in CongrI':ss P'uom 

THK S^FATKOF ILLINOIS^ AND ClIAIKMAN, SuiiCOMMITTKE ON Po.STSfec^ONDAUY EDUCA- 
TION ^ 

Today tho Subcommittee on Fo§tHoconclary Education and t^ Senate Subcommit- 
. toe on Educatfon hold a join^Arts and Humanities hearing oj/f*tudent loan consoli- 
dation. By law only the Student Loan Marketing Associati(|C(Sallie Mae) has the 
authority to consolidate student loans and that authority is SCTieduled to expire on 
August I, State guarantee agencies have requested the statutory authority to 

consolidate loans, * 

The Education Amendments of 1980 (Public Law 9G-374) granted loan consolida- 
tion authority exclusively to Snllie Mae. Over the last two years the Association has 
used that authority to consohdate over $100 million in (Juarant^ed Student Ix)ans 
(GSL si and National Direct Student Loans (NDSL's). During consideration of the 
Student Financial Assistance^ Technical A mend ments of U)82, §tate guaraixtee, ageO: . 
cieis requested ITie authority to consolidate student loans. At that time, the Congress 
was unsure of the implications of such an extension on Federal costs and had not as 
yet reviewed the activities of Sallie Mae in their corfsolidation program. The confer- 
ees decided that before any further legislation was enacted regarding consolidation, 
the (icneral Accounting Office should review the loan consolidation program and 
report on its findings to Congress. 

The report language accompanying Public Law 97-301 specifically directed GAO 
to investigate the foflowing issues in regard tu consolidation: The need for legisla- 
ti\e change in the current authority under which Sallie M4e consolidates loans, spe- 
cifically addressing whHher or pot Sallie Mae has the capability when consolidating 
loans, to average varying interest rat^^s of three pe*-cent and fivt? percent; the capa- 
bility of state loan guarantee agencies to consolidate student loans and the capabil- 
ity of state agencies to average varying interest rates of such loans which may in- 

(1) 



cludf NDSL loans cnrrying intyfesX rates ol three to five percent; the pol^-ntial sav- 
ings to the Federal ^Jovernnien\lwexi)anding conyolidation authority to state ^uar- 
ant<.»e agencies; and the need for jyViiinimum aggregate loan size under consolidation 
provisions and what iiniits would be appropriate. 

The Suhconiniiitoes aiso requeikad--lMt GAG provide general cost estimates on 
how .much loan consolidation costs the Federal Ciovernment as it is presently car- 
ried out by Saihe Mae and how much it wo\ld cost if j^t^ite guar^intee agencies were 
also allowed to consolidate loans. GAG has rtow completed the requested study and 
are here today to report on their findings. AtNhe same time that the Congress re 
quested the i^tudy, it also provided that Sallie jviae's authority to consolidate, loans , 
would lapse on August 1,, VJH'A witliout further legislative action. lh)wever. the gon ' 
gress made it clear that they did not intend for the authority to expire but that they 
did feel it wa^i necessary to r'eview the existing law aifd potentially re'writt^the stat- 
ute. 

Based on the information we receive here today our Subcommittees will be meet- 
ing to discuss what direction we want to take in providing for future consolidation 
authority. Along with GAG we wilj also be hearing from Dr. Edward Elmendorf, tlie 
Assistant Secretftry for Postsecondary Education, on the Departm<mt of Education's 
position on loan consolidation " 
^ At this time I would like to welcome Senator Stafford and the Subcommittee on 
Education. Art^ and Ihimanities and ask Senator Staflbrd for any oi)ening remarks 
he would like to make. . , , ^ 



•OrENINuSxATKMKNT OF HoN FloUKKT T StAKFUKiC A U.S. SeNATOK FkOM THK StATE 

op Vermont and Chaiuman, Sf^natk SuncoMMiiTKF; on Et)i 'aiion. Arts and 
Humanities ^ ^ 

I am pleased to join with my good friend and colleague. Paul Simon, to conduct 
this joint healing/tTn the findings of the (ieneral Accounting Gffice with respect to 
the consolidation of student loans. 

In opder to provide some background to this study. I would like to review the his- 
tory of loan consolidation In the Educatiotf Amendments; of 1980. Congress author- 
:ized the Student l^an Mt^rkoting Association (Sallie Mae) to consolidate the loans of 
students with multiple loans excee<ling $5,000, or with a single loan exceeding 
V$7/>0(), in order to afford student.s with high indebtedness the opportunity to reduce 
their monthly payments by extending th(* repayment jx^riod, C^ongress in 1980 (jlear- 
ly intended loan consolidation as a mechanism for i)reventing defaults. 

In considering last year s higher education technicxil amendment's, the Senat^^ 
heard testimony from certain State loan guarantee agencies indicating that they 
could consolidate loans ou the same basis iis Sa^ie Mae, at lower cost to^ Federal 
Government, and that they should be afforded vin opportunity to compete in the 
consolidation ma^et with Sallie Mae. The provisions of the Senate version of the 
t(-chnical amendment. S. 2852, included such authority by the States. In conference, 
howeyei , it becanie clear that there would be no final agreement between the House 
and Senate as to* consolidation, since it was difficult to gauge the costs of consolida- 
tion undfM' Sallie Mae. and would equally be difficult to assess the prospective co,st5 
ol consolidation under a'State agency-managed program. 

^ Therefore, in an effort to achieve compromise, the confereq^ agreed t<j suspend 
Sallie lyiae's C(jfi.solidation authority as of August 1, 1983 and to direct GAG to con- 
duct a study of consolidation, its current and projected costs, and the capability of 
,the States to consolidate loans on the same basis as Sallie Mae. I do not believe Ct^ai- 
th(^ conferees intended to allow loan consolidation to laps*.* absolutely— we clearly 
intended that the GAG report provide us with accurate information so that an ade- 
quate f)rogram of consolidation could be authorized by C#<J{ress in advance o\ the 
August 1 deadline ' * 

^ We are pleased to have Mr. Morton Henig of GAG with us today to discuss the 
findings of the study My good friend Dr. Edward Elmendorf of the Department of - 
Education will be our second witness. We look forward to your testimony and your 
help in our efforts to come up with a strong i)rogram of consolidation. 

Mr. Simon, Senator Stafford will be here shortly. I am; going to 
turn^he chair over to my colleague from Vermont— thfs may be an 
all Vermont day here very shortly— temporarily until Senator Staf- 
ford getsS hero, and then we will hearTrbm the witnesses. 
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My apologies to the witnesses. You have been around here long 
enough to understand. 
Mr. Jeffords. Fine. 
Mr. Henig, why don't you proceed? 

STATEMENT OF MORTON IIENIG, SENIOR ASSOCIATE DIRECTOR, 
HUMAN RESOURCES DIVISION. GENERAL ACCOUNTING 
QFFICE, ACCOMPANIED BY ALBERT B. J^JOKIAN, GROUP DI- 
RECTOR, HUMAN RESOURCES DIVISION; WILLIAM A. SCHMIDT, 

' PROJECT MANAGER, , HUMAN RESOURCES DIVISION; DONNA 
BEILVIN; AND JOAN DENOME 

Mr. Henig. Thank you, Mr. Jeffords. 

I would like to introduce other members of the General Account- 
ing Office who are here with me today. My name is Morton Henig. 
I am a senior associate director for the General Accounting Office. 
On my" left is Mr. Al Jojokian, group director with the Human Re- 
, sources Division, GAO. On my right is Bill Schmidt. He is the pro- 
gram manager, project ' manager for this particular assignment. I 
also'have behind me Donna Beilvin and Joan Denome, who, worked 
on the assigntnent. 

I have a sUftement for the record which has been Submitted. I 
will try and summarize that a little bit, take a little less time. 

We are pleased to be herfi today to discuss *the information you 
requested us to develop) concerning the Student Loan Marketing 
Association's [Sallie Mae's] ]oan consolidation program. Specificaf- 
'ly, we were requested to develop information on program costs and 
the program's impact on defaults, and on potential legislative 
modifications affecting program expansion, interest rates, mini- 
mum loan amounts, aYid interest subsidies. 

The loan consolidation program is intended to reduce a borrow- 
er's repayment burden by providing extended repayment periods 
and lower monthly payments on relatively high student loan in- 
.debtednfess. Repayment rterms^ jointly developed by Sallie Mae and 
the Department of Education can vary from 10 years for loans of 
up to $7,500 to 20 years for loans totaling more than $16,X)00. 

Sallie Mae began consolidating student loans in November 1981, 
and by December 31, 1982, had consolidated 10,648 loans totaling 
$(i6.9 million from 5,473 borrowers. About 70 percent of the consoli- 
dated Ibans exceeded $10,000. By April 1983, the consolidated loans 
ha^ reached $107 million. ■ , \ 

Sallie Mae offers three repayment options to borrowers partici- 
pating m, the loan consolidation program — a straight line, or con- 
stant, monthly repayment schedule, ai^d two types of graduated re- 
payment scheduleah/The repayment periods for consolidated loans 
are generally longer than for the original loans and monthly pay- 
ments are often substantially less' than those for the original loans. 

Sallie Mae estimates that the consolidation program will c0st the 
Federal Government an aaditional $2 million, or 5 percent, for 
every $100 million of loans consolidated. The additional costs would 
be spread over the life of the consolidated loans, which currently 
averages about 13 years. The estimated cost increase is based on 
the expect?ition that the added special allowance payments result- 
ing from extended repayment periods will exceed savings resulting 
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from fewer defaults. The cost estimates can change with variations 
in a number of factors affecting special allowances including Treas- 
ury bill yields that are the basis for setting special allowances: 

Volume of consolidated NDSL s, that is, national direct student 
loans, -which are not eligible for special allowances until they are 
consolidated; and 

Aggregate borrower indebtedness which affects the length of the 
repayment periods and thus special allowance payments, 

Beciiuse the program has been operating for only about 1 year, it 
is too early to assess- the programs impact oj^loan defaults. The 
annual ^default rate \for the GSL program is 10 percent of the out- 
standing loan value and for the NDSL program, it is 11 percent. 

Department of Education and State student loan program offi- 
cials expect the consolidation program to reduce defaults. 

We reviewed the potential legislative modifications to Sallie 
Mae's'loan consolidation program in terms of four issues: 

One, extending loan consolidation authprity to States; two, deter- 
mining individual loan interest rates by averaging the ra.tes of the 
loans being consolidated; three, revising or eliminating the aggre- 
gate cfUalifying loan balance njquirements; and four, limiting spe- 
cfal allowance payments to thQ consolidated loans that were eligi- 
ble for the allowance prior to consolidation, 

♦We identified 33 programs within the States with secondary 
market or direct' student loan authority. These programs would be 
thb most likely to participate in loan consolidations. We contacted 
officials of the 33 programs, and 20 indicated that their programs 
would participate in the loan consolidation program if authority 
was extended to the States. We visited 8 of the 20 programs to 
obtain additional information on thei| interest and on their capa- 
bility to administer con«61idated loans. 

Six had issued tax-exempt bonds to fund thejr secondary market 
and direct loan programs. One was considering issuing such bonds 
and the other used State pension funds to finance its operations 
but had authority to issue bonds^Recent bond issues, by the pro- 
grams have ranged from $92 rjwflionjtfer^HO millioji, and in early 
1983 the outstanding bonds totaled about $800 million. 

"A preliminary estimate provided by Sallie Mae indicates a poten- 
tial nationwide market for loan consolidations of between $300 mil- 
lion and $5ji0 million, and $300 million in new consolidations annu- 
ally after a few 3^rs. 

Using the assumption that demand for loan consolidation would 
be related to outstanSing GSL s, we computed each §tate's percent- 
age sharg of total outstanding GSL's at September 30, 1982. We es- 
timate that potential consolidations for the eight States would 
''ange^Jrom about $3 million to $51 million and total about $140^ 
million! 

' Because these ranges are well within the ranges of recent bond 
issues by the State programs we visited, it appears the programs 
could raise the funds needed to consolidate loans. 

All of the Sttite programs we visited used automated systems to 
service ^tudent loans, and according to officials of the programs, 
their functions for servicing, purchasing, and making student loans 
are similar to those required to consolidate loans. Any modifica- 
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J^'|0'^sJo^all^'5w for pxtendod ropayniei^ii^^Yr^"^^-'^ ^'ou'd be readily 

None of the State programs offer borrowers graduated repay- 
- ment schedules— options that have been selected by about 75 per- 
cent .of those who obtained consolidated loans from Sallie Mae. 
However, each of the programs expressed the opinion that the tech- 
nical expertise to develop artd implement such option^ is available. 

Whether the funct-ions involved in the State secondary market or 
direct loan activities are similar to those required for loan consoli- 
dation IS, according to Sallie Mae, quewtionable. In any event, on 
the basis of our discussions with the State programs'^ and Sjillie 
Mae, it would seem that the programs could obtain the administra- 
tive iind technical capability to operate a loan consolidation pro- 
gram' 

We attempted to estimate the potential net impact on Federal 
costs of extending lojm consolidation authority t(5 States. We were 
. unable to come «p with anything near a precise figure because of 
the difficulty in obtaiTiing reliable information on several of the 
elements needed to compute relative costs. There is a cost factor 
'that would need to be addressed, however, if consolidation author- 
ity IS extended to the States; that is, the administrative cost aliow- 
ance on dSLs that would be paid to the State guaranty agency by 
the Department of ^Education. Since the Federal Government has" 
already paid the 1-percent 'administrative cost on the face value of 
the ori^nnal loans, the desirability of haying the Government pay a 
■second fee for the consolidation of these same loans is something 
the Congress may wish to consider. 

State program officials agreed that if consolidation authority is 
extended, criteria should be established to insure borrowers full 
access to consolidations and to limit repayment periods based on 
aggregate loan amounts. 

According to officials of three of the State programs we visited, if 
consolidation authority is extended some- State guaranty agencies 
may be unwilling to insure loans offered for consolidation which 
were originally iiKured by another guarantor because they did no" 
receive insurance fees on the original loans. 

Officials of-all the programs indicated that requirements shoul 
be established to insure that borrowers are able to consolidate al 
eligible loans with a participating program. In those instances 
when a guaranty agency is unwilling to insure all of a borrower's 
eligible loans, the Department of -Education could offer to insure 
the loans directly as it now does with Sallie Mae. 

With regard to loan repayment periods' according to Sallie Mae 
and Department of Education officials such limits are needed to 
prevent unreasonable increases in special allowance payments 
which could result if borrowers with relatively Iqw loan amounjt»- 
could extend repayment periods up to the 20-year maximum State" 
program officials agt'eed. 

Both Sallie Mi\f> and officials of most State programs we visited 
indicated that their programs have or could" acquire the capability 
to determine consolidated loan interest rates by averaging, (fii a 
weighted basis, the interest rates of the underlying loans. However 
Sallie Mae and Department of Education ^officials stated that such 
a modification would cause administrative problems with the spe- 
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cial allowance billing process and limit the Department's ability to 
assure itself that lenders' billings are accurate. 

According to Sallie Mae, 93^ercent of ^ their consolidated loans 
through December 1982 were^GSL's and 1 percent were NDSL's. 
The average weighted interest rate was 6.7 percent. At this rate, 
Federal costs on a consolidated" loan volume of $100' million would 
increase by about $300,000^ or about 4 percent, in the first year, 
and by $2.9 million, or about 5 percent, over the life of the loans. 
The modification would be likely to induce more borrowers to con- 
solidate NDSL's, but we cannot e^<fimate hpw much. 

Determining consolidated Jk>^ interest rates by averaging the 
original loan rates would decrease special allowances associated 
with 9 percent\GrSL's because tKfese loans are now consolidated at 1" 
percent. Sallie Mae and the Department of Education fav.or a 
change to prevent borrowers from receiving windfall interest rate 
reductions by consolidating 9 percent' loans at 7 percent. ' 

To ijualify for consolidated loan borrowers must have loans total- 
'ing more than $5,000 from more than one lender, or totaling more 
than $7,500 from one lender. While borrowers with more than 
$7,500 can choose extended repayment periods, thbs^ with less are 
limited to thte same 10-year maximum^as-provided for GSL s. How- 
ever, the moT^thly payments to Sallie Mae by a borrower with less 
V. than ^,500 will usually be low<$r than they would have been with- 
out conbblidation because, due to loan servicing costs, each of the 
origirral lenders would usually require at least the $50 m^imum 
payment provided for.GSL's. - 

The $5,000 tjualifying level is* approximately consistent with the 
current GSL requirements that provide for a minimum monthly re- 
payment of $50 and a maximum term of 10 years. Providing more" 
liberal repayment terms to lower j^ndebtedness, borrowers by elimi- 
nating or reducing the qualifying 'amounts would increase Federal 
special allowance payments. ^ - * ^ 

Officials at most of the eight State programs we vijited agrfeed 
that minimum qualifying criteria is needed to preyent) excessive in- 
creases in special allowance payments. 

Because the total monthly payments of borrowers with multiple 
loans who do not qualify for consolidation can be inordinately high 
because of leJiders minimum payment requirements, several States 
had established procedures to alleviate the burden. 

I would like to point out that relatively few borrowers with lower 
indebtedness levels have chosen to consolidate their loans. Of the 
Consolidated loans made through December 1982, about 13 percent 
were less than $8,000, and about 71, percent were greater than 

$10,000. . r • 

We do not believe the current qualifying loah amounts are un- 
reasongfBle.' If the specific levels are eliminated, one way to limit 
Federal costs would be to require a minimum monthly payment 
similar to that in the^GSL prograni. 

The last point we were to deal -with was limiting special allow- 
ances on consolidation loans. While lending institutions are not eli- 
giblejlfor Federal spyecial allowances on the original NDSL's, Sallie 
Mae receives suchjiillowances when the loans are consolidated. 

Sallie Mae estimates that by eliminating Federal special allow- 
ances on .the NDSL portion ,of consQ^idated loans, the allowances 
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paid on a $100 million consolidated loan portfolio would decrease 
by $500,000 in the first year and by $4,8 million over the life of the 
loans, • . 

According to Sallie Mae and Department of EducatioVi officials, 
there are certain benefits to the Federal Government of consolidat- 
ing NDSL 's which should be.considered when assessing the equity 
of paying special allowances on these loan amounts, including prob- 
able /^edi^tion of NDSL defaults and reduced Federal contributions 
needed to replenish college revolving funds as a result of early re- 
payment of NDSL's. 

While paying speciaf allowances on the NDSL portion of consoli- 
dated loans may be inequitable to the Federal 'Government, offi- 
cials of the eight State programs we visited indicated that eliminat- 
ing such payments would give State programs little incentive to 
consolidate these loans. The officials pointed' out that ^he CQst of 
money and operating expenses associated with consolidating 
NDSL's would probably exceed borrower interest payments, in 
which case they would not be willing to accept the loans. 

Thus, if special allowances are eliminated on the NDSL portion 
of consolidated loans and borrower interest rates are not increased 
to compensate for the lost Federal payments, borrowers may be 
unable to consolidate all of their loans. Of the 5,473 borrowers who 
consolidated their loans through December 1982, 1,(501 included 
NDSL loans totaling $5 million. If NDSL's were not eligible for 
consolidation, 442 of these borrowers would not have qualified for 
loan consolidation. 

Idessrs. Chairmen, this concludes my statement. We will be 
happy to answer any questions you or members of your subcommit- 
,tees may have, 

[Prepared statement of Morton E. Henig follows:] 

pRKPARED Statement ok Morton E. Henig, Sknior Associate Dikecttoh. Human 
RES(^iici'is Division, U.S. Ghnekai. Accounting Office 

Messrs. Chairmen and members of the subcommittee, we are pleased to be here 
today to discuss the information you requested us to develop concerning the Student 
I^an Marketing Association's (Sallie Mae's) loan consolidation program. Specitfcal- 
ly, we were requested to develop information on program cost^and the prograln's 
impact on defaults, and on poter^tial legislative modifications affecting progr^u/ex- 
paussion. interest rates, minimum loan amounts, and interest subsidiesr^ 

^ BACKGKOUNI) 

Sallie Mae is authorized by the Education Amendments of 1980 to make new 
loans and extend the repayment terms of Guaranteed Student Loans (GSL's) and 
National Direct Student LoEins (NDSL'^) to borrowers whose aggregate indebtedness 
exceeds $5,000 from more than one lendet, loan program, or guarantor, or exceeds 
$7,500 from one lender. The act sets the interest rate on consolidate loans at 7 per- 
cent Sallie Mae is paid a special allowance by the Federal Government on the full 
amount of the lo^ns to compensate for the difference between market and consoli- 
dated loan interest rates. 

The loan consolidation program is intended to reduce a borrower's repayment 
burden by providing extended repayment periods and lower monthly payments on 
relatively high student loan indebtedness. Repayment terms jointly develojfed by 
Sallie Mae and the Department of Education can vary from 10 years for loans of up 
to $7,500 to 20 years for loans totaling more than $16,000. Under the act, only Sallie 
Mae can provide .consolidated loans to student loan borrowers. Sallie Mae is a pri- 
vate for-profit cttt-poration created in 1972 to provide liquidity for student loans by 
providing a secondary market and related activities for lenders participating in in- 
sured student loan programs. 



Sal lie Mae began consolidating student loans in November I^HI, and by December 
31, 1982, had consolidated 10, 648 loans totaling $G(J.9 million from f),473 borrowers. 
Of these loans, 8.624 totaling $GI.l) million were GSI/s and 2,024 totaling $5 million 
were NDSL's. The consolidated loans averaged $12,232. The.>GSL s that were consoii- 
daj^ed averaged $7,179 and the NDSL's averaged $2,488. About 70 {)ercent of the con- 
solidated loans- exceeded $10,000. By April 1983, loans consolidated by Sallie Mae 
had reached $107 million 

Sallie Mae ofTers three repayment options to borrowers participating in the loan 
consolidation program -a straight line, or constant, montlily repayment schedule, 
and two tyi>es of graduated repayment schedules where by initial monthly payments 
are significantly lowt?r than the straight hne option but increase every 24 months. 
However, while repay miMit periods de{H»nd on the aggregate loan amount, the repay- 
ment peritxis for consolidated loans are generally longer than for the original loans 
and monthiy payments are often substantially less than those for the original loans. 
For example, "borrowers with aggregate indebtedness between $ll,000'and $KnOOO 
can elect to repay the loan over a period up to 10 years, rather than the 10 year 
maximum permitted by the GSL and NDSL programs. Typically, a borrower in this 
range would pay $ir>6 monthly under the original loans and $96 monthly if the 
loans are consolidated— an average monthly reduction of $70. 

COSTS OK CONSOlJOATEn LOAN TROGUAM AND ITS IMPACT ON DEFAULTS 

Sallie Mae estimatt-s that the consolidation program will cost the Federal Govern- 
ment an additional $2 million, or 5 percent, for (A^ery $100 million of loans consoli- 
dated. The additional costs would be spread over the life of the consoli'dated loans, 
which ^currently averages about 13 years. 

The estimaU^d increase in costs is based on several assumptions. Sallie Mae's esti- 
mate assumes that investors incur no expenses associated with the purchases of 
Sallie Mae securities which are to provide funds for consolidated loans, and there- 
fore pay Federal income taxes on the full amount of interest earned. To the extent 
that investors' expenses reduce taxable income, Sallie Mae*s estimat;e of^ Federal 
costs for the program would increase. The estimated cost increase is also based on 
the expectation that the added special allowance paymentij resulting from extended 
repayment periods will exceed savings resulting from fewe?>defaultfl. Sallie Mae 
used a 2 percent default rate for consolidated loans in \is estimate of tobil program 
costs, a figure tJhey believe is conservative. The cost estimates can change with vari- 
ations in a number of factors affecting special allowances including. Treasury Bill 
yields that are the basis for setting special allowances which rise or fall with' 
changes in the yields; volume of consolidated NDSl^ which are not eligible for spe- 
cial allowances until they are consolidated; and aggregate borrower indebtedness 
which affects the length of the repayment periods and thus special allowance pay- 
ments 

With respect to Sallie Mae's default experience, as of December 1982, three con- 
solidated loans totalling about $32,000 went into default— less that one-tenth of one 
percent of Sallie Mae's consolidated loan portfolio of about $G6,9 million at that 
time. However, because the program has been operating for only about one year, it 
is too early to assess the program's impact on loan defaults. The annual default rate 
for the GSL program is 10 percent of the outstanding loan value and for the NDSL 
progi*am it is 1 1 percent. \ 

Department of Education and State studefnt loan program officials expect the con-* 
solidation program to reduce defaults. However, a Department official indicated it 
would be misleading to compare consolidation default rates with GSL and NDSL de- 
fault rates because default rates tend to decline as the level of borrower indebted- 
ness increases. According to a 1982 study prepared for the National Commission on 
Student Financial Assistance, borrowers with cumulative GSL' debts of over $9,000 — 
the cumulative debt of most borrowers at the time of repayment is less than 
$3,000— default less often than borrowers with smaller loan amounts. 

ASSESSMENT OK PUOGUAM A LTEK NATIVES 

We received the potential legislative modifications to Sallie Mae's loan consolida- 
tion program in terms of four issues. (1) extending loan consolidation authority to 
States, l2) determining individual loan interest rates by averaging the rates of the 
loans being consolidated, (3) revising or eliminating the aggregate qualifying loan 
balance requirements, and (4) limiting special allowance paj^ments to the consolidat- 
ed loans that were eligible for the allowance prior to consolidation. 

We developed information on the administrative and financial capability of State 
prog;*ams to administer loan consolidations, the administrative and financial capa- 



bilitv of Sallit* Mae and Statt' programs to adniinister consolidations with t!io poten- 
tial legislative nuKiifications, and the impact of the potential legislative modifica- 
tions on P'oderal costs. 



Extending loan vonsoltdation authority to State projt^ranis 

With the assistance of the National Council of Higher Education Loan Programs. 
Inc.. we identified X\ progrjiiiis with the States with secondary market or direct stu- 
dt.^nt loan authority. According to a council official, these programs would be the 
most likely to participate in loan consolidations because tliey have established fund 
ing mechanisms and the aiitiiority to buy. sell, and/or make student loans. We con- 
tacted officials of the 'V.^ programs hy phone to determine their interest in partici- 
pating in the student loan consolidation program. Officials from 2i) of tlie State pro 
grams indicated that their programs would participate in the loan consolidation pro- 
gram if^ authority was cxt(^nded to tlie Suites. We visited 8 of the 20 State programs 
to obtain additional information on their interest in the consolidation program and 
on their programs* administrative and firtancial capability to administer consolidat- 
ed loans. These ^^^rograrns provide a balance in terms of h)an voluiius furidii^ 
levels, and geographic locations 

We sent letters to th(^ rdinainiri^ 12 programs requesting similar information, and 
received responses from four Because the information tlu\y provided was more geii- 
(^ral than we were able to obtain through personal discussions, their re.sponse are 
not included in our analysis. However, they generally agreed with the views ex- 
pre.ssejj by officials of the 8 i)rograins we visited. 

Six of the eight programs visited had issued tax-exempt bonds to fund their sec-- 
ondary market and direct loan programs. Of the remaining two, one was consider- 
ing i.ssuing such bonds to fund a secondary market program which had been author^ 
ized but not yet imph^meiited. and the other used state pension fyn^ls to fmanc^ it.s 
operations but had iiuthoi^ty to issue bonds i1 necessary to met funding require- 
ments. Recent bond issues by the programs have ranged from million to $H0 
million, and in early 19S:{ the outstanding bonds totalled about $800 million. Offi- 
cials from each of the programs we visited believed that necessary funds q)uld be 
rai.sed to meet demand for loan consolidations. 

According to Department of Education and State program officials, adequate in- 
formation is not readily available to identify borrowers who are eligible for loan 
consolidation in order to develop ac^curate estimates of the potential volume of loans 
that would be consolidated However, a preliminary estimate provided by Sallie Mae 
indicates a potential nationwide market for loan consolidations of between $300 mil- 
lion and million, and $:i{)0 million in new consolidations annually after a few 
years ^ 

Using the assumption that deni^iind for loan consolidation would be related to out- 
standing (JSf/s because they compiised over 90 percent of the consolidations, we 
computed each State*s per(*eiiUgo share of tojLal outstanding GSL s at September 30. 
1982, By applying the percentages to the preliminary market estimates, we estimate 
that potential consQlidations for the eight States, brfsed on Sallie Mac's lower na- 
tionwide estimate of $300 million, range from about $3 million to about $31 million 
and total about $84 million. At Salli(^ Maes higher estimate of $500 million, the 
range would be about $1 million to $.^1 million and total $1 10 million. 

Because these ranges are well within the ranges of recent bond issues by Ihf* 
State programs we visited, it appears that —as State officials indicated— the pro- 
grams could rais(^ the funds needed to consolidate loans. In any "event, borrowers 
encountering unanticipated funding limitations at the State prograAis could consoli- 
dclte their loans with Sallie Mae. 

All of the State programs we visited used automated systems to sTTvice student 
loans. I^'our had developed their own systems and tbur contracted wi^h org^lnizationS' 
that had student loan procesKing systems available to interested servicers. These* 
systems maintain deinographic^and loan history dat^i, provide for merging multiple 
loans to estabiish single monthly payments over terms based on loan amounUs, gen- 
(^rate monthly bd lings, account for collections, initiate delinquency follow up actions, 
and produa- information ne(^ded to pri'pare special allowance biUflIgs to the Depart- 
meiit of Education. * 

Of tlie eight State programs we visited: four operated secondary niavkets whereby 
they pjurchased Student loans from lenders to improve lender liquidity; two operated 
direct «oaii programs under whicji loans were made to students who otherwise could 
not obtiiin them: one operated -both a s econdary market and direct loan program; 
and one had the authority to operate a secondaiy niafket but had not exercised it. 
In addition to servicing the loans in their portfdlios. four of these programs had con- 
tracts to service (JSL's in Sallie Mao'^ secondary market portfolio 
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According lo ofHcials of the CMght State programs, their program fiinclioiis for 
servicing, purchasing, and making btudent loans are suiUlar to fhose required to 
consolidate loans, and any modifications to ^iI!ow\ for extended repayment i)eriods 
could he readily implemented: The officials pointed out that: Their practice of merg- 
ing horrowers* multiple loaiii? (many students receive more than one loan during 
their education) to i)rovide a single monthly repayment over periods which vary 
with loan amountii is a form of consolidation similar to that'practiced hy Sallie Mae; 
and their secondary market and direct loan activities involve procedures similar to 
those needed to consolidate loans whereby loan pa>^)ff amounUs are obtamed. checks 
are prei)af'ed and forwarded to lenders to rei)ay student loans, and new loans are 
establisiied ' 

None of the State programs offer borrowers graduated rj»i)ayment schedules -op- 
tions that have been selected hy about 75 percent of those who obtained consolidal- 
ed loans from Sallie Mae. However, each of the programs expressed the opinion that 
ihe technical exix^rtise to develop ami imi)lemenl such options is available. On the 
other hand, an official observed that if state"^ md not offer graduated repayment 
schedules— which would generally increase borrower interest costs and Federal spe- 
cial allowance payment,s students wanting graduated repay nK*jits could obtain con- 
solidated loans' from Sallie Mae 

Whether the functions involved in the State secondary market or direct loan ac 
tivities are similar to those required for loan consolidation is. according to SaUie 
Mae» questionable. In any event, on the basis of our discussions with the State pro- 
grams antl S£lllie Mae. it would seem that the programs could obtain the adminis- 
trative and ttfchmcal capability to operate a loan consolidation program. 

We attempt^Kl to estimate (he potential net impact on Federal cost.s of extending 
loan consolidation authority to States. We were unable to come up with anything 
near a precise figure because of the difficulty in obtaining reliable information on 
several of the element^s needed to C()mi)Ute relative cost.s. There is a cost factor that 
would need to be addressed, however, if consolidation authority is extended to the 
States: that is. the administrative cost allowance on GSI/s that would be paid to the 
State guaranly agency by the Department of Education. Since the Federal Govern- 
ment has already paid the 1 iK?rcent 'administrative cost on the face value of tho 
original loans, the desirability of having the Government pay a second fee for the 
consolidation of these same loans is something the Congress may wish to consider. 

State program officials agreed that if consolidation authority is extended, criteria 
should be established to ensure borrowers full access to consolidations and to limit 
repayment periods based on aggregate loan amounts. 

According to officials of three of the State programs we visited, if consolidation 
authority is (extended some State guaranty agencies may be unwilling to insure 
loans offer(\(J for consolidation which were originally insured by another guiirantor 
because they did not receive insurance fees on the original loans. Of the %C)i].0 miU 
lion of loans consolidated by Sallie Mae through December 1*)H2. $31^.4 million (49.9 
percent) were made with bonowers consolidating multiple loans insured by more 
than one ^Jtiarantor. 

Officials of all the programs indicated that requirements should be established to 
ensure that borrowers are able ty consolidate all eligible loans with a participating 
program. An official of one program suggested that i)articipating programs offer 
consolidation only to those borrowers who obtained at least one of the original loans 
in that program's jurisdiction. In those instances when a guaranty agency is unwill- 
ing to insure all of a borrower's eligible loans, the Department of Education could 
offer to insure the loans directly as it now does with Sallie Mae. 

With regard to loan repayment periods based on aggregate loan amounts, accord- 
ing to Sallie Mae and Department Af Education officials such, limits are needed to 
prevent unreasonable increases in special allowance payments which could result if 
borrowers with relatively low loan amounts could exttmd repayment periods up to 
the 20-year maximum. State program officials agreed with this. 

Averaging intrrvRt rates; 

Because all consolidated loans made by Sallie Mae currently carry a 7-percent in- 
terest rate, borrowers who consolidate NDSL loans made at 3» 4. or o percent experi- 
ence an interest rate increase, while those who consolidate 0-percent GSL loans ex* 
perient^e a decrease. 

Both Sallie Mae and officials of most State programs we visited indicated that 
their programs havl5 or could acquire the capability to determine consolidated loan 
interest rates by averaging, on a weighted bfisis, the interest rates of the underlying 
loans. However, Sallie Mae and Department of Education officials stated that such a 
modification would cadse administrative i)roblems with the si)ecial allowance billing 
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prcM-ossi and limit the Department s ability to assure iUself that lenders' billings are 
acciiratt'. Bilhngs for special allowances are siibinitt,ecl to the Department quai^terly 
for vonfication and payment. The loans are summarized by the statutory interest 
rales, and the categories would have lo be expanded if consolidated loans are 
g)^uped by the average interest rates, 

According to Sallie Mae, 9:^ percent of their consolidated loans through December 
19«2 wpi-p (;SLs and 7 percent wt*i'o NDSLs. The average weighted interest rate of 
the GSL's and NDSI/s was G.7 percent. At this rate, Federal costs on a consolidated 
loan volume of $100 million would increase ^by about.$:^0(),0()0 or about 1 pcrcent- 
m the first yoar because special allowances will increase to make up for reduced 
interest payments by borrowers. Sallie Mae estimates that special allowance pay- 
ments on such a portfolio would increase by $2.\) million- or about 5 percent —over 
the life of the loans The modification would be likely to induce more borrowers to 
consolidate NDSL but we cannot esltimate how much. 

Determining C(msolidated loan interest rates by averaging the original loan rates 
would decrease special allowances associat^ed with 9 percent GSI/s because these 
loans are now consolidated at 7 percejrit. Sallie Mae and the Department of T^kluca- 
tion favor a clun^ge to preyent I)ori-owers from receiving "wmdfair* interest rate re- 
ductions by consolidating 1) percent loans at 7 percent. ^ 

In addition to GSl/s and NDSL s. the law authorizes Auxiliary Loans to Assist 
Students and Health Education Assistance Ix:)ans. wliich carry higher interest rates 
than GSI/s^ t^o be consolidated. While these lomis do not^iow participate in the con- 
solidation program, their consolidation would alTect the weighted average interest 
rate of loans being consolidated and thus special allowance jpay mentis. ^ ' 

ficuisin/^ (qualifying loan amounts 

As I mentioned earlier, to qualify for a consolidated loan borrowers must have 
Joans totaling more than $5,000 from more than one lender, or totaling more than 
$i,:)0() Irom one lender. While borrowers with more than $7,500 ^an choose extended 
repayment periods, those with less are limited to the same 10 year maximum as 
pro>/ided ior GSl/s. However, the monthly paymenLs to Sallie Mae by a borrower 
with leas than $7,500 will usually be lower than they would have been\vithouf con- 
solidation because -due to loan servicing costs— each of the original lenders would 
usually require at least t})e $50 minimum payment provided for GSL's. 

The $5,000 qualifying level is approximately consistent with the current GSL re- 
quirements that provide for a minimum monthly repayment of $50 and a maximum 
term ol 10 years f^or example, a borrower would have to have loans of about $4,300 
ni order to pay off the principal and interest over 10 years at $50 a month.- Provid- 
ing more libera! repayment terms to lower indebtedness borrowers by eliminating 
or reducing the qualifying amounts would increase Federal special allowance pay- 
men t.s. For example, the special allowance payments on a $4,000 consolidated loan 
with a 10 year repayment period would be about 14 percent greater than the allow- 
ances paid on a similar loan with a required minimum monthly repayment of $50 
which would limit the repayment period to 9 years. Similarly, special allowance 
payments on a $3,000 consolidated loan with a 10 year repayment period would be 
about H4 percent greater than siwcial allowances paid on a similar loan that would 
be paid oil in (> years undef a minimum monthly payment requirement of $50. 

Ofhcials at most of the eight State programs we visiU?d agreed that minimum 
quahlying criteria is needed to prevent excessive increases in special allowance pay- 
ments. Oilicials ol SIX programs indicated that the current $5,000 level is reasona- 
ble, and the other two believed the specific criteria should be dropped but that mini- 
mum loan requirement's should be consistent with the repayment requirement^j of 
the GSL program of $50 per month. 

Because the total monthly payments of borrowers with multiple loans who do not 
qualify for consolidation can be inordinately high because of lenders' minimum pay- 
ment requirements, several State had established procedures to alleviate the 
burdeir Fwo State programs generally require borrowers to obtain all of thoir loans 
Irom the same lender, which enables the lender to merge the loans at the beginning 
ol the repayment period to provide for a single monthly repayment. Because loan 
servicing costs are relatively constant regardless of loan amounts, the resulting 
monthly payment will usually be lower than the total of the payments which would 
have been required by multiple lenders. 3imilarily, four State programs have been 
successful in encouraging lenders t6 buy loans from one another so that all of a bor- 
rowers loans are held by one lender. 

While Sallie Mae accepts all eligible loans of borrowers who meet the qualifying 
levels, relatively few borrowers with lower indebtedness levels have chosen to con- 
solidate their loans Of the consolidated loans made to 5.473 borrowers through De- 
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ccmber 729- or aj}oul i:^ pera.^nt — were loss than $8,000, and 3/.)01- or about 

71 percent- - iv'erc greater t Kan $10,000. * 

We do not believe tbe current qaualifjnng loan amounts are unreasonable, and 
some Sute programs liave demonstrated that means otter than reducing the levels 
can be developed to prevent high payment burdens ol* borrowers with lo\\^ indebted 
ness obtained from multiple lenders. If the specific levels are eliminat4?d, one way to 
limit Federal costs would be to require a minimum monthKy payment similar to tliat 
in the (ISl. program *» 

Limiting special allowances on consajidation !<Hinii 

NDSL loans are made by educational institutions mid^are funde^l in part by the 
institution (10 percnit) and in part by the Department of EtUication (5)0 percent). 
The interest rate on these loai^s was 3 perc^nit prior to ll)80,<il percent in 1980, and 
is currently r, porcont. Whilo lending institutions are not eligible for Federal special 
allowatjccs on the original NDSl/s, Sailjf^ae receives suCh allowances when the 
loans are consolidated 

Based on past experionre. Sallie Mae estimates that by elimiryUing Federal spe- 
cial allowances on the NDSl. portion of consolidated loans, the allowances paid on a 
$10t) million consolidated loan portfolio would decrease by $500,000 in the first year 
and\v $1-^ million cfver the life of the loans. If original loan interest rates wer(» 
averaged a?id sf)ecial allowances on the NDSL portiofi were eliminated, the savings 
would be about $2(M).000 in the first year and about $!.(; million over the life of the 
loans *» 7 

According to Sallie Mae and Department of Education oiricials, there ar(» certain 
benefits to the Federal Governmer^t of consolidating J^DSL's which should be consid- 
ered when assessing the equity of paying special allowances on these loan amounts, 
inchiding probable' reduction xiLNDbL defaults ailtl reduced Federal contributions 
ne(»ded to rei>lemsh college revolving funds its a result of early Repayment of 
NDSLs. 

While paying special allowan(:/\s on th(» NDSL portion of consolidated loans may 
h(» inequitable to the Federal Government, officials of the eight State prj)grams we 
visited uidicated that eliminating such i)ayment8 would give State programs little 
incentive to consolidate t}i(4se loans. The officials |>oinU»d out that the cost of money 
i;and operating expenses associated with consoIidStiilg NDSL's would probably exceed 
borrower interest payment.s, in which case they would not be willing to accept the 
loans 

Thus, if special allowances are eliminated on the NDSL p()rtion of consolidated 
loans and borrower interest rates are not increased to compc^nsate for the lost Fed- 
eral payments, borrowers may be unable to consolidate all of their, loans. Of the 
r),47:i borrowers who consolidated their loans through December 1082, LGOl included 
NDSL loans totaling,?/') million If NDSL's were not eligible for consolidation, U2 of 
these borrowers would not have qualified for loan consul idal ion. 

Messrs- Chairmen^ this concludes my statement. We will be happy to an.wer any 
questions you or, members of your Subcommittees may have. 

Mr. Jkffords. Thank you, Mr. Henig. Excellent statement, I 
know, you have provided us w^ith much valuable information. I am 
going to have the very rare opportunity, and probably one I may 
never have again. That is to now provide the distinguished Senator 
from my State the opportunity to ask some questions, I appreciate 
this chance. I am very excited. 

Senator Stafford. Thank you very much, Congressman Jeffords. 

Since this is a joint ^hearing of the Senate Subcommittee on Edu- 
cation, Arts and Humanities and House Postsecondary p]ducation 
Subcommittee, it gives me the opportunity to returij to the side of 
the House where I started almost 2;^ years ago. I spent 10 years on 
this side of the Capitol, much of it >n hearing rooms like this one, 
occupied by the Mouse Armed Services Committee. So it is a pleas- 
ant opportunity to return to a former scene and very pleasant 
memories. 

Mr. Ilenig, we appreciate the work you have put into the^report 
you have prepared for us. As the chairman said, it is very helpful 
to us in understanding the problems involved in consolidation of 
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student loans. I might ask you at the outset, should consolidation 
be authorized beyond the present limit for Sallie Mae, is there any- 
thing which would compel students who have loans at 3, 4, or 5 
percent rates, to go into consolidation and thereby be bumped up to 
a 7-percent rate? ^ r 

Mr. Henig. We found nothing which would compel a student to 
do so. That is up to the student, himself, to make that determina- 
tion.. 

Senator Stafford. Well, I concur in that conclusion. But I appre- 
ciate your making that statement. The obvious situation probably 
would be' that students- who have 9-percent loans might wish to 
consolidate at the present time in view of the fact a 7-percent rate 
is currently the Sallie Mae rate of interest. Are we on the same 
track again? < ^ 

Mr. Henig. Yes; I would think that would be very natural if a 
student had a lot of 9-percent loans, he would try and consolidate. 
That hasn't happened to any large extent yet. I understand both 
the Department and Sallie Mae, as I said, are in favor of changing 
that situation, so that there wouldn't be that kind of a windfall. 

Senator Stafford. Right. Is there any reason to expect that the 
number of students choosing to consoHdate their lo^ns would in- 
crease substantially if States were allowed to consolidate on the 
same terms as Sallie Mae? 

Mr. Henig. There is nothing that we found that would indicate a 
large increase, because State agencies had the same authority 
Sallie Mae did. Sallie Mae made an estimate of what the probable 
market would be. That would be the sam? market whether ,the 
State agencies were inyolved, or just Sallie R^ae. 

Senator Stafford. Is there any reason to expect that Federal 
costs would be increased as a result of extending consolidation au- 
thority to State agencies? 

Mr. PIenig. Senator, that is where we had our big problem of 
trying to figure out what the additional costs, or what the compara- 
tive costs would be. The State agencies would not get the full spe- 
cial allowance payment, so that would be a saving to the Govern- 
ment. By the same token the States now use tax-free bonds to fi- 
nance their programs. That is a loss to the Government to the 
extent that money is money that might otherwise be invested in 
taxable-type information. But because we could not really get a 
good handle on what the additional amounts that would be bor- 
rowed by the States would be, it would be hard to estimate what 
the additional loss to the'Treasury would be. 

Senator Stafford. After reviewing the currant consolidation pro- 
gram, what would be the elements in your mind of a cost effective 
program of loan consolidation, assuming you have some thoughts 
on it? 

Mr. Henig. Well, ,the existing program according to Sallie Mae 
would not, as Sallie] Mae operates it would not be that terribly 
costly to the Goverh/nent if the default rates are reduced to where 
Sallie Mae believes they would be. I indicated earlier Sallie Mae 
figures the program would cost about $2 million over the life of the 
program for each $100,000 in a portfolio. Their estimate is based on 
a default rate going down to about 2 percent. Their present default 



19 



14 * 



experienqe is very much lower than* tliat, considerably lower tha* 
that. 

But as I said, it is too^early to tell. Whether that default rate will 
go down or stay that low under a long-term basis, that is a 'ques- 
tionable thing. It is hard for us to forecast. If you add spme of the 
other features we discussed m ij\y testimony, they would^dd costs 
to the present program. Some things would decrease costs. Sq I 
^ can't say what the best type of a program is. 1 think that would 
have to be based on an assessment of all the information we have 
developed. There are other factors besides cost which would gener- 
ate interest in chaining the program, 

Seriator Stafford. THank you very much, Mrr Ilenig. I think 
before I yield to the microphone that I would just like lo note for 
the record that in a sense this joint hearing of the Mouse-Senate 
Committees on Education is unusual in the fac[ that both commit- 
tt^es temporarily at least are headed by ^representatives from the 
State of Vermont and not only fromlhe State of Vermont but from 
7 the sapie hometown and who grew up maybe a couple* hundred 
/ yards apart from each other. - 

Mr. JEFFORDS. That is a good trend, I hope we can keep it up. 

Mr. Harrison. 

• Mr. Harrison. Thank you, Mr. Chairman. I think Vermont has*a 
majority of those present. 

Mr- Ilenig, I guess just to summarize, if I understand what you 
' said to Senator Stafford, it really isn't possible to estimate what 
would be the loss in revenues to the Federal Government if the 
States were allowed to consolidate. Is that ja fair sumgrnary? 

'Mr. ^K^^IG. Yes; part of our dilemma is'^'this. The States presently 
have something over $4 billion in tax-free bonds out, something 
like $4.5 billion, perhaps. There is only about $2.5 billion as far as 
our present data show of loans purchased with that money. So 
there is about a $2 billion float out there that hasn't been used to 
purchase student loans under their existing programs. That would 
seem to be plenty of- money to use for consolidations, so if you don't 
flQat any more bonds, you are hurting no more. 

But if the States do go out and float some more tax-free bonds, 
then the Treasury is hurt to some extent. Another factor is, how 
t much of that money would come from existing investors who invest 
in tax-free bonds. How much of that money would come from inves- 
tors switching from taxable to tax-free bonds? Those are figures we 
can^t get, any real good information on, so it is hard to figure out 
what the additional cost would be. That is our dilemma. 

Mr. Harrison. Thei:e seems toi^e a similar difficulty in the sense 
that you anticipate that consplfoation would lead to a Saving by re- 
ducing the default rat^^^^j^t^ou are not able to pin that down Very 
precisely, either. 

Mr. Henig. IMo. Sallie Mae's estimate of 2 percent may be pretty 
good. It may be a lot lower than that. At this point it is orily an 
estimate and we don't have any experience under a consolidation 
program that bears that out. We do know the larger the loan the 
lesji likely it is for default. The default rates are higher as the loan 
amount is smaller. And Sallie Mae is dealing with larger loan 
amounts, so it would tend to have a lower default rate anyhow. 

Mr. Harrison. Very good. Thank you, sir. * 
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Mr. Jeffords. Senator Stafford. 

Senator Stafford. Thank you. I wouid ask unanimous consent^ 
Mr. Chairman, that an opening statiimeht that I had intended to 
deliver h-^d the vote on MX not forced me to be arriving here 
slightly tardily, be placed in the record along with that of Chair- 
man Paul Simon at the opening of the hearing. 

Mr. Jkffords. Without objection so ordered. 

Mr. Petri. 

Mr. Petri. Thank you. 

I would like to th^ank you for your report. I guess, trying to sum- 
marize* in a sentence or two what you have found, tell me if this is 
accurate or inaccurate. The program cofets are really moderate. It 
helps on defaults, rather than hurting on defaults,' which is a plus. 
Ana there is a problem on interevSt rates being changed so as to 
avoid a wLcidfall. One thing I am curious about, if you can specu- 
late at alL and maybe you can't, is that as\I understand it, current- 
ly aboutW) percent of the people who consolidate are opting for a 
graduated repayment option, and is ther^e any reason for that? 

Mr. Ht^NiG. I would speculate, I suppose you could ask the ques- 
tion to Mr. Fox when he testifies in a Tew weeks, he may have 
better information, but I would think that the lower the repayment 
period — or the lower amount of rejpayment in the early years, 
seems to fit well with most people's earnings capacity. Tou usually, 
coming out of school, earn a lot less in the first couple o^ years 
than you will later on, so t*hat most peo|l^ would seem to opt for 
that type of a repayment schedule. 

It is^ the same thing with a lot of mortgages which were made 
availaBle several years ago when interest rates wel^e very high in 
order to induce people to buy homes, the banks were using a grad- 
uated rate which got people in at the early years. N 

Mr. Petri. If you could offer an opinion, would Vou think it 
might be feasible to set up some sort of an income sensitive system 
of repayment directly, so 70U could go up and down on the individ- 
ual payment rather than having-^ — 

Mr. Henio. I think you are asking me to speculate on something 
which is beyond the scope of this job. I could pj-^bably give you a 
personal opinion, but I would prefer not to. 

Mr. Petri. OK. 

Mr J effords. Did you have any evidence which 4vould indicate 
that those that are consolidating are those that probably would not 
be likely to default, anyway? ' 

Mr. Henig. The only evidence we have that this is likely is the 
fact that the loan default rate is less as the amount of the indebt- 
edness is higher. There seems to be a relationship between defaults 
and the amount of the indebtedness. So to the extent that Sallie 
Mae is consolidating loans which average over $10,000, and if 
$10,000 has a lower default rate than say $3,000 or $4,000, yes, the 
default rate will come down. 

Mr. Jeffords. Whatever conclusions you could draw from that. 

Mr. Henk;. Pardon! 

Mr. Jeffords. I said whatever conclusions you could draw from 
that. Thank you. 

I Di^ you make any effort to ascertain whether the existence of 
the loan consolidation program encour^ed any students who con- 
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solidato from going on to graiiuate schools? Did you have any infor- 
-fnation on that? 

Mr. Henig, No, sir, we don't. We did not interview any students 
or that type of thing. 

Mr. Jkffords. Is there any information statistically available 
which would' tell the number of students who consolidated for the 
purpose of going on to graduate school, or immediately thereafter? 

Mr. Hknig. No; we don't have any information like that, Mr. Jef- 
fords. 

Mr. Jeffok6s. Presently, many observers are concerned that 
GSL*s are not always available to borrowers either seeking a small 
GSL or who have enrolled in short-term educational programs. Do 
you believe extending loan consolidation authority will encourage 
them to make small GSL's available in that their average portfolio 
size wfl^ld increase? ^ 

Mr, IIknig. I can't venture an opinion on that. It would be specu- 
lation on my part to assume what a bank^ would do if, or State 
guaranty agency or lending agency might do. 

Mr, Jkffords. You didn't see any evidence? 

Mr. Henig, No, sir. 

Mr. Jeffords. Any other questions? 

Mr. Harrison. Mr. Chairman, I just have one. 

Mr. Jeffords. Cen^ainly, Mr. Harrison. 

Mr Harrison. Mr. Henig, if the Congress were to extend the 
loan consolidation authority from August 1, 1983, where.it is at 
now, to say August 1, 1985, and if we were to permit the States and 
other commercial lenders, as well as Sallie Mae, to consolidate stu- 
dent loans, do you think as a result of that GAO would be in a 
better position to answer some of the cost questions? 

Mr. Henig. Oh, yes. We would have some better experience to 
analyze at the end of a 2-, 3-year period than we h,ave now. ^ 

Mr. Harrison. Very good. Thank you, sir. 

Mr. Jeffords. Thank you very much.* Very, very worthwhile 
study and it will be very valuable to the committee. I ajppreciate 
your efforts. ' \ 

Mi;. Henig. Thank you, sir. ' *\ * 

Mr. Jeffords. Next in order, to complete the Vermont scenario, 
we have here— Senator, I want to ask ^s our next witness Hon. 
Edward Elmendorf, Assistant Secretary for Postsecondary Educa- 
tion, to come forward. 

He came down here from Vermont in order to get things under 
control, and I understand has done a super job in doing that. 

It is a pleasure to have you here to give us some further Ver- 
mont flavor to our testimony today. 
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Mr. Elmendorf. Thank you> Mr. Chairman. 
Mr. Jeffords. -Please proceed. ^ ^ 




I would add to that, of course, Vermont I think has rnore postsec- 
ondary students per capita than any other State, so here is some 
reason why we have a rather deep and abiding interest in the col- 
lege educations. It is a pleasure having you here. 

Mr. Elmendorf. Thank vou, Mr. Chairman. Would you take my 
statement lor the record?*^ ^ 

Mr. Jkffords. Certainly will. ^ 

Mr. Elmendokf, Eine^ I will try to summarize in about 5 or G 
minutes. 

I^t ni^ first begin by saying that I do enjoy the opportunity to be 
here, especially when I have two colleague Vermonters to address 
some of these concerns to, because I know they are concerns that 
students have, as well as the federal Government, particularly as 
it relates to cost. In the area of loan consolidation I think it would 
bo helpful to cite the purpose of the program. It is a very simple 
statement. It is to help students who have^arge loan debts to trj^to 
reduce the monthly payments and try to avoid defaults that might 
result as a consequence. 

We believe, however, that this can be done without further sjibsi- 
dizing interest costs. That is one of our major points today. Our 
aim is that we, another way to say it, we do not object to loan con- 
solidation. I would like to repeat that, we do not object to loan con- 
solidation. But we do oppose the proposal now written and before 
the committee primarily because of the unwarranted increases in 
Federal interest subsidy costs for educational loans. I would like to 
get into that as part of my statement. 

It is our understanding that in the conference report of the Sallie 
Mae technical amendments of 1982 there was a requirement that a 
(xAO report be delivered and discussed, and that is what we have 
just heard- I would be happy to have Mr, Bayer, who, on my left, is 
the Chief of the Guaranteed Student Lojin Branch for the Depart- 
ment of Education, Office of Student Financial Aid. 

We would like to' respond to the comments we have just heard, 
but I would also like to add some other information from our 
sources that we think might help the committees. The concluding 
summary statement I would make is that we do plan to develop a> 
loan consolidation authority proposal and submit it to the Congress 
for consideration before the expiration of the current law. 

Specifically, as relates to my testimony, I would like to talk 
about two problems, and they are major problems. One is a prob- 
lem with administration of the program, and the other focuses on 
some of the cost issues. Within the Department, we see as a major 
problem the interest rate confusion aspects of the proposal. Under 
the law, there is a 7-percent maximum which is fixed, but the stat- 
ute that we live with also refers to the possibility of an 8-percent 
loan jn certain cases where you have the consolidation of two 9-per- 
cent loans. That inconsistency essentially allows for an 8-percent, 
for the'' consolidation of two 9-percent loans, at the same time an- 
other provision qllows for two higher interest loans like the PLUS 
loan, which is currently 14 percent^ an_^d_Jhe„HEAL^lDan^.w 
could run as high as 17 or 18 percent, to be consolidated but at 7 
percent. So there is that inconsistency that I think needs to be ad- 
dressed. 
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T' '» impact, of course, leaving that in there in its current state, 
is to significantly increase the special allowance cost that in some 
cases aren't even being previously paid. Senator Stafford men- 
tioned that NDSL program does not now have<:^y subsidy. The 
GAQ. report also confirmed that. But we also note with some en- 
thusiasm that there isn't a reason for a person with a 5-percent 
loan to want to consolidate at 7 percent. Still, that is left in the law 
at the current time. 

(5n page 1 of 'the testimony we, I think, haye addressed ourselves 
to an inequity that exists in the current law. Right now the cur- 
rent law, and it applies only to Sallie Mae, allows the use of a 
weighted average interest rate if one or more of the loans to be 
consolidated is a HEAL loan. This authority is not included in the 
proposed legislation. Ui4ess that is changed, any extension of the 
authority to guarantee agencies or others would not'<'include that 
provision for a weighted average. 

On page 4 we try to deal with^ some of the technical problems 
that we think exist, one of whichvconcerns us is the fact that a loan 
check given to a student and requiring the 'student's endorsement 
would not be traced by us back to what we consider to be ttie origi- 
nal purpose for making the loan, and that is paying off t\\e under- 
lying loans that have been consolidated. But giving the check di- 
rectly to the student, letting them take that loan and eftidorse it, 
there is no assurance we have that the money is being used to pay 
back the original obligation. \ 

Finally, in the area of departmental problems we think we have 
cited on page 5 some of the open-endedness in the proposal that 
allows for ambiguities to appear. One example I could^9ite is there 
apparently is no real Authority that would disallow someone from 
extending the repayment beyond the 20-year possible, or to use bal- 
loon paVments, or to use a schedule of graduated payment, o^r 
income ctotingent payment. We think that is not intended, and 
can be corrected with some legislative drafting. 

Our second issue is the more serious one and relates to the cost 
issue. 

Mr. Jkffords. Mr. Secretary, I have to interrupt you, I haye to 
worry about another Vermont problem. We have important votes 
in agriculture involving the dairy industry now, and I have to get 
back and rescue our cows, I would just like to say, before I leave 
and turn this hearing over to Senator Stafford, thai I am deeply 
concerned about your statement as to when your proposal will be 
ready. I would just like to urge you if at all possible to have the 
proposal from the 'administration ready before mid June, as I an- 
ticipate this subcommittee will be marking up legislation prior to 
that time. I would not want to put you on notice that if it comes up 
as you indicated, it might be nice to look at it, but it might be too 
late. ^ 

^ Mr, Elmendorf. I think it is possible. We would like to have the 
benefit of not only the GAG report but deliberations here, and any 
courlsel we cari ger from Congress on it. We do have some issues 
that need to be^ decided in order for a proposal to be developed. 
Your counsel on that would be certainly helpful. 
Mr, Jeffords. I appreciate that. Please proceed. 



,,24 



19 



Mr, P]lmendokk. The second issue, as I mentioned before, is a 
much more serious one to us' and it deals with some of the cost 
issues or problems in extending the authority. As GAO found, we, 
top, found it almost impossible to make any definite cost estimate 
due to the broad ambiguous language of the amendment as well as 
the substantial agency discretion that is allowed in the proposal. 
For example, in setting repayment terms, or other cost areas that 
may affect the Federal Government outlay. We have prepared 
iJome tables and charts in response to a letter from Congressman 
'Simon that 1 believe is en route, and will lay out not costs for the 
program using current volume but will give examples of not only 
individual loans, consolidated versus nOnconsolidated, but also as- 
sumed volumes and assumed percent showing the difference not 
only in the early years but the out-years as relates to the payouts 
by the Goverhment. ^. ^ ^ \ 

In the area of the cost issues the extension part of ^e proposal 
will expose the Government to increased costs on the existing port- 
folio which is about $25 billion in total right now. That exposure 
comes from lengthening the repayment period from having a delay 
in the decline of the repayment, by adding to the GSL portfolio 
some non-GSL loans like NDSL's, which I mentioned, and there is 
a $5 billion portfolio out there in the national direct student loan, 
and also increasing the cost to the Government vis-a-vis the allow- 
ance for an administrative cost to guaranty agencies which is not 
paid currently to Sallie Mae. 

There is orj the other side of that some offset from default reduc- 
tion. To answer Mr, Harrison's questions, we, too, find it very diffi- 
cult to understand what the reduction in default might be from the 
availability of an options program. The average consolidation is 
about $12,800, and we have about $97 million in consolidated loans 
under the Sallie Mae program, almost 8,000 loans. And that is 
since the program began over a year ago. The exacerbated cost 
issue I think is created also by the fact that there is really in the 
proposal too much agency discretion which further complicates *the 
GSL program by putting more of it outside the control of either the 
guaranty agency or the Government. 

There is an arm's-length problem, I think, in that the law, pro- 
posed language, allows both the lender to be a lender and a guar- 
antor at the same time. That I think is something that if we can 
avoid in building the legislation we ought to, so that we don't have 
built in potential conflict of interest. 

Finally, on the revenue loss, GAO mentioned this, fiscal year 
1983 Treasury estimated in communique to the Department that 
they assumed they had about $2.5 billion in outstanding paper and 
it was costing about $155 million as a result of that outstanding; 
issue. 

Later, they came back, in March 1983, with an exact estimate of 
$4,1 billion in outstanding -tax-exempt paper. We can only assume 
that the revenue loss on that would be between $200 and $300 mil- 
lion. That is a very significant tax loss, and in our opinion, one 
at I think has to be addressed in any proposal that is brought 
^rd through Congress. 

1 point I would make is that I think that the legislation is 
d in the sense that it has concerned itself primarily with 
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borrower liability, but it is not sufficiently addressed what I think 
are some burdens that will be created on the Government from 
this proposal. So with that, Mr. Chairman, I conclude my summary 
statement and would be happy to accept your questions. 
[Prepan^d statement of Edward Elmendorf follows:] 

I*RKpARB:n Sta7'kmknt of Dr. B'dwakd Klmkndoi^k. Assistant Secuktauy for 

PoSryKCONDAUY KduCATION 

Mr. (,'hairman and menihors of the subcommittee; We are deligliled to have the 
opportunity to teAtifv today on various aspeeUs relatinj< to the loan consoHtlation 
issue 

The Education Amendments of 1980 authorized^ the Student I>oan Marketing As- 
sociation (Sallie Mae) to make consolidation 16ans to students holding loans under 
the Guaranteed Student I.oan (GSL), National Direct Student Ix)an (NDSL), Health 
Education Assistance I^an (IIEAl.) and PLUS progi'ams if a student has loans total 
$r>.0()0 under two or more programs or lenders or where ihe borrower's out.staifd- 
ing debt with a single holder under the GSL. NDSL, or PLUS programs is ^$7 />()() or 
more. Sallie Mae has implemented this m*ograni, called OITION^, with the I^epart- 
ment of Kdiication serving as the insurer for these loans Through March .'H, 1982, 
Sallie Mae has made 7.870 OrriONS loans in the amount of $97.1()0,li)7 with the 
a ver ag(* 1 oa n be i n g $ 1 2 . .'^81 . 

Under current law. Sallie Mae has the authority to offer students repayment pe 
ods of up to 20 years (10 years is the inaxiniuni under other Title IV student iJfin 
programs) and provid(^ borrowers with the option of equal or graduated repayment 
plans. The inaxii^imn interest rate under current law is 7 percent. We believe that 
this interest lln/tat\)n is Ihe major problem with the current law and the proposal. 
^:^^'**°^^^'*^*"K a new a 7-jKVcent loan to a borrower whose underlying loans have signifi- 
pnlly higher interest Vates is not loan consolidation, it is an unwarrented increase 
Federal interest sut>S\dies ' 

The basic purj)ose berWnd loan consolidation is to help student^; with large loan 
Its to rejJuce their nioiiKhly payment^j and thus avoid default. We believe that this 
carl be atToniplished by extending the repayment period without further subsic|i/>ing 
ihtqj*est^o^st3 

the Senate considered S. 2852. winch, among other provisions, would 
have e^tenWed th(» authority to make consolidation loans to guarantee agencies, 
Stiite /indx cVrtnin private non-profit lenders. The Administration objected to tliis 
provision, dije to cost considerations. The exten.sion of the loan consolidation author- 
ity jo these .Vdditional lenders and guarantee agencies was not enacted However, as 
a WW of rLSsilnng that the issue would be taken up this year, the Student Financial 
AssisKMice TJchnic^ Amendments Act of 1982 terminates Sallie Mao's authority to 
make chns^dat ion loans on August 1, 198^i. The conference report accompanying 
this legisTmion also makes clear the intent of the Congress to con.sider comprehen- 
sive student loan consolidaticm legislation prior to that time, taking into account the 
recommendations of a requested GAG study. The conference rej)ort also states that 
the conferees felt it important to discu.ss this information before expanding the au- 
thority of ttie States or continuing Sallie Maes authority to mako consolidation 
loans We wish to contribute to that discussion, and we are preparing to submit the 
AdministratioiTs rocommendations on loan corjsoUdation to th(* Co'rifjress very soon 

!»UO!iLKMS WITH CURIIKNT IJVVV 

We have identified a number of problems with section 439(0) of the Higher Educa- 
tion Act which provides Sallie Mae with the authority to make consolidation loans. 

As previously indicated, we are still very concerned about th(^ increase in the in- 
terest subsidies allowed und(T current legislation. Hie current legislation sf)ecines 
that if a borrower Has two or more 9 percent loans and ttie applicable int(?rest rate 
for new GSL loans is 8 percent, th(» interest rate on tJie consolidation loan may not 
exceed S percent Iht^se mterc^sl rate limitations in current law create th(* following 
anomalous sitiiations: A stud(?nt that has a single 9 [)ercent loan would end up 
paying 7 percent. A student who had a U percent and 7 percent loan would pay 7 
percent. A student who had both o 9 percent GSL and a 12 peftent PLUS loan 
would pay 7 perccMit. However, a .student with ^ wo 9 percent GSL's would (jnaHfy for 
an 8 percent consolidation loan. * 

Thus, the amount of .special allowance paid will iivcrease as a result of the ex- 
tended re[)nyment period In addition, subsidies will be increased as special allow- 
ance paid increases for regular GSL and PLUS, loans, and a new commitment will 
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be made to start paying a special allowance on NDSL's where no subsidies had beeil 
paid. 

Sallie Mae*s authority to make consolidation loans was altered by the Omnibus 
Budget Reconciliation Act oM981 which specifies that, if one or more HEAL loans 
is included in the consolidation loan, the interest on the consolidation loan must be 
a weighted average interest rajte. However, this weighted interest rate does not 
apply to a student who might have a 12 percent PLUS loan and thus end up with a 
7 [lercent conaolidation loan under curjrent law. Furthermore, this provision govern- 
ing Sallie Mae*s consolidation of HEAL loans is not included in the proposed legisla- 
tion which would extend the authority to ma'ke consolidation loans to guarantee 
agencies and other lenders. 

Section 439(o) of the Acl now provides that section 427 of the Act governs the 
terms of consolidation loans with two exceptions. Consolidation loans are exernpt 
from both the 10 year repayment peripd and the fifteen year life of the loan limita- 
tions which apply to most guaranteed student loans. However, there are a number 
of other provisions in section 427 which establishes the terms of loans under the 
Federal Insured Student Loan Program, which are of questionable value or applica- 
bility to the loan consolidation program, but which would, as written, apply to The 
existing Sallje Mae loan consolidation program, and under S. 2852, to the Guarantee 
Agency Consolidation Programs. 

Section 427 creates further problems by requiring that the loan check be made 
payable to the student and requiring the student's endorsement- There is no way to 
insure that the proceeds from consolidation loans are used to retire prior debts 
unless the check is made payable to and sent to the holder of underlying loans. 

Another provision of the current iaw which especially causes us some concern 
states: 

"Notwithstanding any other provision of this part, the Association, with the 
agreement of the borrower, may establish such repayment terms as it determines 
will promote the objectives of this subsection including, but not limited to, the estab- 
lishment of graduated, income sensitive repayment schedules." 

This language appears to be overly broad and would appear to authorize the, 
lender (Sallie Mae) to disregard the statutory provisions relating to the repayment 
terms, such as the maximum 20 year repayment provision. We assume, the intent 
was to authorize flexibility within the statutory prohibitions. While there has been 
ni^ indication that there are problems with Sallie Mae regarding this provision, if 
the program is extended to a significant number of new lenders, this»could present 
significant problems, especially with regard to increased costs to the Federal Gov- 
ernment for special allowance payments. For example, it appears lenders could 
begin authorizing repayment periods longer than 20 years or authorize limited peri- 
(xiic payments with a * balloon" payment at the end of the repayment period. \ 

EXTENDING CONSOLIDATION ^ 

We are concerned about the proposal to extend loan consolidation authority to the 
guarantee agencies and other direct lerfding authorities as it will further expose the 
Federal Government to increased costs on the existing portfolio. 

In, general, loan consolidation increases Federal subsidy costs by lengthening the 
repayment period, delaying the decline of the borrower's balance, and adding to the 
GSL outstanding portfolio the potentially large amount of currently non-GSL loans. 
(There is approximately $5 billion (Outstanding in the NDSL program alone.) In addi- 
tion, in the Senate proposal, loan consolidation also would reduce formerly 8 per- 
cent GSLs and 9 percent GSL's as well as potentially 12 and 14 percent PLUS loans 
and market rate HEAL loans to a 7 percent interest rate. Although NDSL loans 
already bear low interest (3, 4 or 5 percent) they do not require Federal interest 
Subsidy appropriations and extending their repayment period could still lower a bor- 
rowers monthly payment even at a higher interest rate. Also the proposal creates 
higher *'new" loan volumes under guarantiee agency guarantees. This **new" consoli- 
dated volume would be the basis for increased guarantee agency Administrative 
Cost Allowances which requires further Federal outlays. ^ ' 

All of the above ractors tend to increase direct Government costs. Reduced default 
rates due to consolidation/refinancing would be expected to off-set these increased 
costs to a limited extent. However, long term net default costs are extremely hard 
to estimate, and the impact of these new consolidation authorities on such costs are 
very hard to identity. We would especially like to stress the fact that the consider- 
able agency discretion (in setting .borrower repayment periods and other areas) pro- 
vided in the proposed expansion amendments would place the GSLs liabilities even 
further out of Government control. 
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The Striate bill specifies that loans made by a guarantee agency under this new 
authority would also be insured by that guarantee agency. The lack of an **nrnis- 
length" relationship between the lender and the guarantor could present some prob- 
lems, especially in the enforcement ofdui* diligence in collection rc^quirementii. As a 
matter of fiscal prudence, we believe it more reasonable if the guarantor and the 
lender are not one and the same. 

P'inally, there is one more P'ederal cost nssue which needs to be addressexi. Sallie 
Mae obtains its furids in the marketplace and pays Federal income taxes. The inter- 
est earned by investors in Sallie Mae's obligations is taxable. However, as the pro- 
posed legislation is drafted, it would appear that many of the agencies that would be 
extended the authority to make consolidation loans would obtain their fund^ 
through the issuance of tax exempt obligations. The net affect would be that student 
loans made from the proceeds of t<ixable obligations would he refinanced with funds 
obtiiined from non-taxable obligations. There is major concern within the Adminis- 
tration about the loss of Treasury revenue resulting from tax exempt obligations 
issued for student loans and^other purposes. 

In summary, the Administration opposes the proposals now before the ('ommittee 
to extend and expand the loan consolidation authority (currently limited to Sallie 
Mae) because they provide unwarranted increases in the P'ederal interest subsidy 
for education loans These proposals open the door to major abuse of these programs 
operation and their original congressional intent. As proposed, these loan consolida- 
tion bills are not as much focused on consolidation as. they are focused on reducing 
the interest liabilities of the borrower. We have not yet estimated the full cost of 
these proposals but they are substantial because any one with a 0. i2, 14 percent or 
market rate loan will not hesitate to consolidate them into a 7 percent loan as soon 
as they are able. The potential increase in interest subsidies paid by the Federal 
Government would be huge. 

We do not object to loan consolidation. We plan to develop a loan consolidation 
authority that does not increase Federal interest cost.s and submit it to you in time 
for your consideration prior to the expiration of current law. 

I am happy to have had this opportunity to appear before you today. I shall be 
happy to answer any questions that you may have. 

Senator Stafford. Thank you very much, Dr. Elmendorf. I en- 
joyed listening to your testimony. I think you have pointed out 
some issues both sides of the Capitol need to address in considering 
the^ consolidation of loans for Sallie Mae and extending that to 
State agencies. 

I would like to reinforce what Congressman Jeffords said earlier 
about the timeliness of getting the administration proposals up on 
the Hill. I expect the Senate is going to be in session through July 
accortling to all the tea leaves I can read at the present time, and 
the House also. But the August recess is now coming up on us 
fairly rapidly. The sooner we could have any administration pro- 
posals, the better, both for the administration and for us here on 
Capitol Hill. 

Last year during the conference on the higher education techni- 
cal amendmehts bill, the administration suggested that extending 
consolidation to States would cost, as I recall it, about $250 million. 
I wonder, Mr. Secretary, if y9u could tell^ us how the Department 
a^^ved at that figure, and whether or not that is .still a legitimate 
estimate of the increased costs that might be involved. 

Mr. Henig. Mr. Chairman, I would like to turn this over to Mr. 
Bayer, who has some tables available to him that can, for an indi- 
vidual loan, show you essentially what the difference would be. 

SenatoivSTAFFoRt). All right. ^ 

Mr. ElJ^endorf. I must state though, again, in trying to put to- 
gether any proposal, the combination of variables * you have to 
i decide on up front really do create the difference between consoli- 
dated and nonconsolidated loan packages. In most of the proposals 
we tried to cost out, I will say we used the 7- and 8-percent interest 
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rate. We tried to use a typical loan amount as being $G.000 or 
$7,500,' We used the repayment periods that were either under cur- 
rent law 10 years or extended out to 15, 

Finally, in trying to determine the special allowances really 
where the burden of the Federal Government is most directly felt, 
we assumed that there would be guaranty agency involvement in 
terms of our costing, and we mixed both the current Sallie Mae fi- 
nancing with half special allowance financing. 

So considering just those variables, Mr. Bayer has got some num- 
bers I think he can share relative to individual loans and some 
bulk loans. 

Mr. Baykr. I might point out some of the problems in trying to 
come up with cost estimates is to try and make the assumption as 
to read the proposed legislation literally, or the way we assumed 
you meant it to read. For example, in the legislation as drafted 
right now the cost to the Federal Government would be very mini- 
mal because if the program were extended to guaranty agency pro- 
grams, the law would not permit us to pay any special /allowance to 
consolidation loans made by guaranty agencies. 

I ^m not sure that was intended. So therefore we assumed that 
there would be guaranty agency ^special allowance consolidation 
loan costs. On a 7-percent consolidation loan, again, one of the 
problerffe is the fact that all loans must be 7 percent loans under 
current law, on a 7-percent loan, assuming an average loan of 
$7,500, repaid over a 15-year life of the loan, the costs of a consoli- 
dated loan would be about $649 more to the Federal Government 
than for a nonconsolidated loan paid over a 10-year period, which 
is the current statutory maximum repayment life of the loan. 

Senator Stafford. Do you have the figures with you that sub- 
stantiates that statement? 

Mr. Baykr. Yes, sir. 

Senator Stafford. I wonder if there would be any objection to us 
putting those figures in tHe record of this hearing so both of our 
subcommittees could have them. 

Mr. Bayer. We will be happy to provide these four tables of sta- 
tistical tables for the record. 

Senator Stafford. The statement has been made there is a loss 
of Federal income if State agencies were allowed consolidation, and 
I have a "little trouble with that<Sfeecause I accept the fact that 
Sallie Mae goes to the marketplace for borrowing funds to imple- 
ment their programs, which is true. But States may get tax-free 
revenues from bonds, from selling bonds. They are doing that 
anyway. So I wonder 'if you could explain to me why there would 
be a loss of Federal tax dollars if the States were allowed consoli- 
dated loans of students. 

Mr. Elmendouf. If, Mr. Chairman, we assume Sallie Mae's' pro- 
jections of a $500 million loan consolidation portfolio under the op- 
tions program, realistic, we take that over a 8-year period of time 
and look at what has happened just since tax exempts have been 
made -available, just for this program we find that there, has been 
almost a doubling/TK the amount of tax-exempt paper in the last 2 
years,^rom $2.1 bllliqn now to $4.2 billion. 

If the ratio of climb is — without the options program full in 
effect, is $2 billion, and the interest rates or revenue loss that 
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would be paid to Treasury on that is anywhere near the $150 to 
$300 million, I think what we are talking about is the Treasury of 
the United States not having $800 million it might otherwise have 
if we could work a different way to consolidate these loans and 
extend the authority. 

Senator Staff-oro. I guess my difficulty, Doctor, is I don't really 
understand the difference between the States consolidating loans, 
and borr(5wing tax-free money to do it, and making the loans with- 
out consolidation, then borrowing tax-free money to do that. That 
is the difficulty I have with that particular argument at this point. 

Mr. EiJMENDORF. I would have a question about^here we are get- 
ting the tax-free money to borrow under the current program, be- 
cause we are looking at $180 billion deficit that we are trying to 
make every effort to reduce. We would like to get that down to a 
zero sometime in the future. 

Senator Stafford. I presume, Mr. Secretary, you may not be 
able to be in a position to answer this question, but let me ask it 
anyway. Does the administration, to your knowledge, favor loan 
consolidation as a matter of prudent Federal policy? 

Mr. Elmendokf. As a matter of? 

Senator Stafford. Prudent Federal policy. 

Mr. Elmendorf. We have stated in our testimony that we do 
support the concept of loan consolidation, yes, sir. 

Senator Stafford. If so, and maybe this is a premature question 
in view of the fact you are going to have some legislation up to us 
for consideration, how would you devise a cost-effective program of 
loan consolidation? 

Mr. Elmendorf. I knew you were going to ask that question. I 
would first. of alfsafeguard the Federal Government from alt of the 
inherent weaknesses I have cited thus far. And I would go to some 
issues I think need to be addressed. Iff might jufet cite four of them 
I think should be tackled by at least us, and we hope by Congress 
as well. 

Senator Stafford. Certainly. 
- Mr. Elmendorf. We think a serious issue is what source of cap- 
ital is there for consolidated loans. This addresses itself to your 
concern about using tax exempt, my concern, and other funds that 
may be available. A second concern we have deals essentially with 
whether that authority under 2852— S. 2852 should be extended to 
guaranty agencies aild to certain , nonprofit lenders. There is a 
series of issues relating to that. 

We are certainly supportive of any competitive system, and if we 
can work out more competition, I am sure Sallie Mae in their testi- 
mony supported the notion that they do pot intend to be monopo- 
listic in their practice of being the only' agent right now for the 
consolidation program. 

The third issue I think is the interest rate. 1 have cited what I 
think some of the inequities are with that. I would like to see us 
deal straight up with the issue of the 7 percent, and the contradic- 
tions in thfe law that deal with the weighted average, and come up 
with an acceptable interest rate formula. 

I think we also have to talk about the types of loans to be con- 
solidated and whether or not we want to include just GSL, or GSL 
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and NDSL, or PLUS loan, or HEAL loan, or all the other loans out 
there that students are currently eligible to receive*/ 

There is a fourth issue that deals with a loan fee of some sort. 
Right now, Sallie Mae consolidates and does it on the basis of a 
dollar per loan, and they pay the dollar. Under the proposed^ law, I 
cited that we would have an administrative cost allowance, and 
that could run quite — be quite an expensive outlay if it were under 
current law paid out to guaranty agencies. At least those four 
issues, with various options under each of those issues, I think, 
need to be addressed, and addressed rather promptly. 

Senator Stafford. Thank you very much, Mr. Secretary. 

Mr. Harrison. 

Mr. Harrison. Thank you, Mr. Chairman. It seems like you and 
I keep meeting at hearings. I was testifying before the Senator yes- 
terday, and we are sitting up here together on something else 
today. 

Mr. Secretary, I think in your testimony you mentioned a com- 
munication which you received from the Treasury Department. 
Would you have any objection to making that available for the- 
record? 

Mr. Elmendorf. Np, sir. 

Mr. Harrison. Second, I think in your last answer to Senator 
Stafford, you emphasized again the not-for-profit nature of most of 
the lenders. I guess the question that occurs to me is, do you think 
there would be any cost differential if we were to include for-profit 
lenders, banking institutions, as well as not-for-profit lenders in the 
program? 

Mr. Elmendorf. As I said, it is one of those major issues that I 
think needs to be addressed. If you were to open it up to commer- 
cial lenders for profit, you certainly would have on the plus side 
the reduction of some of the outlays that would normally go only to 
State guaranty agencies. Qn the other hand, you would want to 
have some assurance of a sufficient portfolio there to underwrite 
.th^e loans. So I think a formula with sopie criteria attached to it 
would be appropriate to answer that response. 

Mr. Harrison. Very good. Lastly, I think you heard the gentle- 
man from the GAO in response to a question I asked him, I guess I 
would like to get ypur reaction. What would be your reaction to an 
extension of the loan consolidation authority to, let us say, August 
1, 1985, permitting the States, other commercial lenders, and Sallie 
Mae to consolidate? Do you think that that timeframe for further 
study would be helpful? C 



given the fact that we would oppose the way the law is written 
now, which includes in an op6n-ended way all of th^ other possible 
authorities, I would say we would probably oppose that unilateral 
extension. At this point, however, since we have the agreement 
with Sallie Mae which originated the options pro'gr€mi, J don't be- 
lieve we would have any objections to the continuation of the op- 
tions opportunity as it is now construed into the outyears in order 
to study the problem further. 

But we have taken seriously the concept of loan consolidation, 
and the concept that, if there is good reason for there to be other 
authorities, then those authorities ought to hav6 the ability to corn- 




answer that two ways. No. 1, 
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petv for this type of p)rogram. And that is why we are anxious to 
develop loan consoHdation legislation that takes some of the bugs 
out that we think are in there, and opens the door to others, 

Mr. Harrison. In that event, then, can I just, from this side of 
the J^ble, emphasize again what Mr, Jeffords and Senator Stafford 
have said, and that is that if the administration has a proposal, I 
guess the sooner it gets up here the better. 

Mr. Ei^ENDORF. I can certainly speak for the Assistant Secreta- 
ry for Post^econdary Education on his part for getting that propos- 
al out, 

Mr. Harrison, Thank you, Mr, Secretary. Good to see you up 
herfe again. 

Senator Stafford, Thank you, Mr. Harrison, 
Mr Petri. 

Mr. Pktri. Thank you, Sen^jtor, 1 guess I do have a couple of 
questions. Am I right to say that you are not against the principles,^ 
or the idea of consolidation,- but you are worried that it not be a 
device for increasing government expenditures without thinking it 
through carefully? 

Mr, Elmendorf. That is correct. The concept is certainly accepta- 
ble, the oroposal as it is now construed leaves too many open doors 
through which we think fraud, waste, anji abuse kind of opportuni- 
ties can enter. 

Mr, Petri. Now, one question I had, and I don't know if you have 
thought of it or people have figured it out, in all the talk about the 
possible costs to the government of consolidation, have you calcu- 
lated the possible i^avmgs to individuals and financial institutions 
and so on from consolidation? I don't know how much they figure a 
check costs and postage and everything else. There is certainly a 
big saving just from consolidation. We really shouldn't be looking 
at it purely from the point- of view of the U.S. Government, but 
from the point of view of the whole society in calculating that. 

There is some cost to the government, but there is greater sav- 
ings to individuals and financial institutions and so on in paper- 
work and overhead. That M least is a good argument for h^ing 
some small costs on the goverjiment side of the ledger, 

Mr. Elmendorf. That is a good question, «And the part of it that 
deals with the commercial lenders or Sallie Mae, they have had ex- 
perience with the program. And in their testimony I believe I read 
a number of citations that deal with what they consider to have 
been a return on profit, or in this case they like to use return on 
assets, which is in the corporate world a good measure of an invest- 
ment. 

In this particular case if you were to include in what they have 
done with this portfolio as they have configured it, with average 
loans of $12,300, there is a return on that investment that is satis- 
factory to, keep them in the program. 

From the other perspective, linless you are able to^et a good 
grip on how many defaults which potentially would havfe occurred 
if the program hadn't been in place, you don't get a good fix on a 
Ijalance between the Federal cost to continue against the actual 
savings by bringing someone into repayment. 

Sallie Mae has a rule which I think is a rather good one that 
someone has to be in repayinent for at least ttiree consecutive pay- 
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ments before they can be eligible for the options program. That 
sort of says that we don't want people that are not in repayment to 
suddenly find this to be an easyl^ay out of paving what is due the 
j government. I think provisions like that thought out for Sallie Mae 
and other authorities are really what vs^e need to seriously address. 

Mr. Petri. But absent everything else, I mean I as someone who 
graduated from school and had several loans, would be much hap- 
pier, if everything else were even, just paying one check reither 
than three or four to different people^lPecause of the paperwork and 
postage. Banks charge 25 cents to $1.50 a check these days, and so 
on. I assume that is because it costs them. So if you just can reduce 
all that, that has to be a social benefit of some considerable size, if 
enough people do that. 

M^. Elmendokf. Maybe Mr. Bayer would like to respond to the 
latter half of your question. 

Mr. Bayer. I think your point is well taken, Mr. Petri. The stu- 
dent certairl^i does save an awful lot of administrative headaches 
and nightmarte to make sure they don't forget a payment and put. 
all the various checks in the mail they have to with multiple loans./ 
Especially today with borrowers frequently having loans from more 
than one lender through more than one gi;aranty agency prograrnt 
through more than one program itself with conflicting repayment 
terms and conflicting repayment requirements, it does certainty 
provide incentive for the borrower to have a single place to pay 
loans. 

Finance companies for years have been making their bread and 
butter by arguing just this point, for making consolidation loai;is to 
consumers who have loans from a wide variety of creditors. Lend- 
ers^ cer tainiy^ would save collection costs and "other costs^by haviiig" 
•the loans converted into a single consolidation loan. To the,eji:tent 
you consider all the costs incurred by all the various lenders in- 
volved. Schools participating in the national direct student loan 
program would get their capital back a lot faster, thus able rfeo lend 
it again, thus reducing the demand or need for additional Federal 
capital contributions. 

I think there are a great many benefits of this sort that could be 
cited. 

Mr. Petri. Sometimes consolidation result in extending the 
period of repayment, and therefore, under current practices, in- 
creasing the subsidy. Have you considered having somoJfe^Ort of an 
end to that extended subsidy? That might invove having the con- 
^ solidated loan balloon at the end, and the person get no subsidy or 
pay market rates at the end of the current subsidized period. For 
example, the loan might go from 7 years to 9 years' repayment, but 
the last 2 years would be profitable, or at least income neutral to 
the Government, rather than 2 more years of subsidy. 

Mr. ElmendoHf. Yes. Not only that but the income contingent 
factor is also a part of what is already in the proposal. Under the 
current operation, you heard stated thg^t 75 to 80 percent of the 
volume that Sallie Mae underwrites is written under a graduated 
payment schedule, rather than in equal payments. I am sure there 
is good reason for that on behalf of both the borrower and the 
lender. So I thinH those financial as well as convenient opportuni- 
^ties are potential and should be looked at. 
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Mr. Petri. I have to ask one or two more questions here. Sallie 
Mae presently offers loan consolidation to students at a 7-percent 
interest rate. Do you believe raising this interest rate to 9 percent 
would discourage students needing loan consolidation from consoli- 
dating their loans? 

Mr. Elmendorf. I really would prefer not to answer that ques- 
tion on the basis that I couldn't answer it any better for 9 percent, 
than I could for 12, or even 7. I have only got data on 7, and the 
hypothetical 8 that is in the current law. We have not done a 
matrix with a whole set of different interest rates and costed them 
out. Just what we have done between 7 and 8 from our initial table 
does not show a very high increase in the Federal Government of 
the program. But I don't know that that would be the case vsdth a 7 
to 9 jump. So I would really want to cost that out. 

Mr. Baye/r. It should be pointed out it is less of an advantage to 
a student who currently has four or five NDSL loans if the rate 
were changed from 7 to 9 percent. I am not sure it would be con- 
strued as an awful disadvantage to the student who has a market 
HEAL rate if changes from 7 to 9 or a person vidth a PLUS loan of 
14 percent if that rate were changed to 7 or 9. That would still be a 
decrease if the rate were changed for the borrower. 

Mr. Petri. One point made at the hearing yesterday was that 
consolidations could discourage banks from making small GSL's, 
The concern expressed was that types of loans that would be con- 
solidated, the larger loan portfolios, would be transferred to Sallie 
Mae, thus reducing the average portfolio size at the lending institu- 
tions and placing further pressure on the lender not to make small 
loans. 

Do you agree with that analysis, or havjifc any comment on that 
testimony? 

Mr. Elmendorf. No; I realiy couldn't say that I agree with it. 
But I don't have enough data to disagree with it at this point. We 
have not had direct consumer complaints from those that have 
been excluded from the pribRram because of the insufficient size of 
the loan, or the inability of the lender to give small loans. There 
have been a lot of allegations around that this is keeping people 
out of the program. But my sense is that, as secondary markets 
become more experienced vidth buying portfolios and servicing 
them, they are learning for themselves what is profitable in terms 
of a cumulative number of loans that they can buy from a bank, 

I think that analogy can also be applied to the cumulative 
number of dollajrs that would be advisable for a guaranty agency 
loan consolidation authority to want to get into. One way it may 
help them, bv having that minimum that is now $7,500 for one 
source, or $5,000 for-two sources, be reduced essentially. 

Mr. Petri. One final question. You are very patient. You did 
refer in your testimony I think to a whole series of miscellaneous, 
different loan programs, and that there should be some systematic 
examination of what should be eligible for consolidation, or what 
should not I assume that is one of the things you hoped to cover in 
this proposed legislation. * 

Mr. Elmendorf. Yes, sir. 
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Mr. Petri. But in that connection, do you believe that health 
education assistance loans should be eligible for loan consolidation? 
Why, or why not? I guess maybe that is a litmus test. Are you 
going to be leaning in the direction of making more loans eligible 
for consolidation, jor trying to reduce the loans that are eligible? 

Mr. Elmendorf. Well, we haven't really come to any kind of con- 
sensus on that, but my sense is that a prior question has to be ad- 
dressed. That is the question about the interest rate and how it is 
determined. If it is a fixed rate, I might answer the question one 
, way. If it is a weighted average I might answer it an entirely dif- 
ferent way. And the HEAL loan benefits from the weighted aver- 
age approach. We would in the Government not be advantaged if 
we had a fixed rate and those HEAL loans were in our scope of 
consolidation, because the special allowance difference that we had 
to pay out would be significant, and the costs would escalate. So I 
would answer that differently depending upon the answer to the 
prior question about which interest rate formula we would propose 
using in any new loan consolidation authority. 

Mr. Petri. So if I read you right, what you are saying is if you 
were not extending the subsidy, then it might be a good idea to 
broaden the consolidation because of the general convenience. But 
if you are sorxlehow increasing the costs to the Government, then 
you would be very reluctant to bring more of these loans 

Mr. ELME^^DORF. That js a good principle. 

Mr. Petri. Is that the one ' , ^ 

Mr. Elmendorf. That is the one we are following, yes, sir. 

Mr. Petri. So you are saying if we keep the interest rate low, 
then you wouldn't mind haying consolidation, but then you 
wouldn't like that low-interest rate to apply to the other loans that 
were brought in. They would have to^be at a higher rate? 
• ^ Mr. Elmendorf. You can afford to be more magnanimous if you 
know that the Federal Government )is not paying the cost in terms 
of the numbers of loans that are you allowed to be consolidated. 
But if your subsidy costs shoot up directly, you are going to be 
more in a mode of trying to confine that upward cost to the Gov- 
ernment as much as possible. . 

Mr. Petri. I think it would be useful, at least if you think 
about it, faring 'out some sort of cost savings to the society in gen- 
eral that could occur from cdnsolidation even if there were no sub- 
V sidy. In trying to sell something like that, I think everyone would 
agree it would be better to have ccmsolidation as broad as possible 
just from the point of view of convenience for the citizenry and sav- 
ings in paperwork and costs. You could nonetheless sell this as a 
break for people, even if it is not a direct Treasury subsidy. 

Mr, Elmendorf. I think that is a good approach. 

Senator Stafford. Thank you very much, Mr. Petri. 

Mr. Secretary, we are grateful to yoVfor appearing in front of 
I this joint meeting today with us and with your colleague. We again 
^ urge you to get whatever legislation the administration has to us 
as soon as possible, certainly before the Fourth of July recess of the 
two Houses, which will give us the month of July to digest them. 
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I guess if there is no further testimony, this joint meeting of the 
Senate Subcommittee on Education, Arts and Humanities and 
House Subcommittee on Postsecondary Education is ac^'ourned sub- 
ject to call of the joint Chairs. 

[Whereupon, at S/lS p.m., the subcommittees were adjourned, to 
reconvene subject to the call of the Chairs.] 
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STUDENT LOAN CONSOLIDATION 



WEDNESDAY, JUNE 8, 1983 

House of Representatives, 
Subcommittee on Postsecondary Education, 

Committee on Education and Labor, 

Washington, D,C. 

The subcommittee met, pursuant to call, at 9:35 a,m-, in room 
2261, Rayburn House Office Building, Hon, Paul Simon (chairman 
of the subcommittee) pf esiding. 

Members present: Representatives Simon, Andrews, Penny, Cole- 
man, Gunderson, Petri, arid PackardT 

Staff present: William A. Blakey, majority counsel; John Dean, 
flssistant minority counsel; Patricia Morrissey, minority legislative 
associate; and Betsy Brand, minority legislative associate. 

Mr. Simon, Good morning. The Subcommittee on Postsecondary 
Education today continues its hearings' on student loan consolida- 
tion. Last year during congressional consideration of the student fi- 
nancial assistance techiiical amendments of 1982, the authority of 
the Student Loan Marketing Association, better known as '*Sallie 
Mae,'' to continue consolidation of student loans was terminated, 
effective August 1, 1983. / 

Congress authorized a study of the costs and policy implication of 
expanding loan consolidation authority to State guarantee agen- 
cies. Recently, the General Accounting Office reported, and I am 
quoting now: 

We attempted to estimate the potential net impact on Federal costs of extending 
loan consolidation authority to States. We were unable to come up with anything- 
near a precise figure because of the difficulty in obtaining reliable information on 
several of the elements n^ded to comjpute relative costs. 

State program officials agreed that if consolidation authority is extended, criteria 
should be QStablishec^^to Insure borrowers full access to consolidations and to limit 
repayment periods based on aggregate loan amounts. 

End of the quote*]^ 

Many of questions related to the cost of extending loan consolida- 
tion authority to State agencies and other lenders remain uij^^n- 
swered. I am especially concerned about the revenue implications 
of using tax-exempt student loan bonds to provide loan consolida- 
tion capital. 

• I .am also concerned that a uniform set of terms and conditions 
be utilized by all who engage in loan consolidation in order to 
avoid any additional complexity in the current student loan system 
and a loan congplidation ma?e among the States. Finally, while I 
believe some form of loan consolidation is essential — that's too 
strong a word— let's make it desirable, creating additional co^ in 
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the student loan programs at this time is not advisable. The Feder- 
al responsibility to provide access and some measure of choice in 
postsecondary education for low- and middle-income students ex- 
tends to students while they are students. r 

The principal argument supporting loan consolidation was that it 
would reduce defaults. In fact, loan consolidation has had a negligi- 
ble impact on reducing student loan defaults. The available evi- 
dence suggests that those persons most likely to consolidate their 
lo^ns are those who are best able to repay their indebtedness 
anyway. 

This means that the objective originally sought is not necessarily 
being achieved and the Government's costs are increasing due to 
extended repayment period accorded those who use Sallie M^'s 
services. 

I believe we should concentrate limited Federal higher education 
dollars on students seeking access to a quality higher education 
and that* less attention should be directed to former students who 
have already benefited from these programs. 

I am anxious these concerns and others expressed by our wit- 
nesses today. 

We have another member who has joined us. You may have to 
take over here in a little while because we have some conflicts 
going on today. 

Do the others have any opening comments here? 

Mr. Packard. No, thank you. 

Mr. Simon. Ouf first witness is Edward A. Fox, president of 
Sallie Mae, ^ho is getting to be a regular here-these days. 

.J 

STATEMEf# OF EDWARD A. FOX, PRESIDENT, STUDENT LOAN 
MARKETING ASSOCIATION (SALLIE MAE) 

Mr. Fox. Thanlf you, Mr. Chairman. * 

Your opening remarks indicate a pretty substantive knowledge of 

the issues so I will give you my testimony for the record atid will 

just highlight one or two things. ^ 

Mr. Simon. OK. Your full statement will be entered in the 

record. 

Mr. Fox. Thank you very much. 

[Prepared statement of Edward A, Fox follows:] 

Prepared Statement of Edward A. Fox^FresiMnt and Chief Executive Officer, 
Student Loan Marketing Association (Saulie Mae) 

Mr. Chairman, I appreciate the opportunity to testify before this Subcommittee on 
student loan consolidation and on Sallie Mae's OPTIONS Program. In m:^*testimony 
I will review the creation of the OPTlONS*^ Program, the complexity of the process 
of consolidating a student's indebtedness, the General Accounting Office (GAO) 
study recently submitted to the Subcommittee, and the concei*ns of the Department 
of Education that have been expressed to this Subcommittee. 

The Education Amendments of 1980 authorized Sallie Mae to make consolidation 
loans to borrowers with federally insured or guaranteed student loans where the ag- 
gregate indebtedness from 2 or more lenders or programs exceeds $5,000, or $7,500 ^ 
from a single lender, with maximum repayment periods not to exceed 20 years. 
Under this authority Sallie Mae has created the OPTIONS Program. 

Sallie Mae's OPTIONS Program is a* workable, successful concept representing 
substantial investment of our resources for program design and for originating ana 
servicing capacity. We want to continue to offer this program. We leave to the Ck>n- 
gress the policy determinations as to how many programs of loan consolidation 
should exist. We will endeavor to provMe loan consolitlation consistent with any 
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program you authorize. However, our greatest concern is that the structure of any 
program of loan consolidation you authorize take into account the complexity of the 
process. Sallie Mae currently provides a pationallv uniform sy^tem> making the stu- 
dent^ choices clear and understandable, and providint; secure servicing capacity for 
these extended and graduated repayment loans. "CVe cannot stress top strongly the 
• advantiiges to the student and to the program of a uniform set of consolidation 
standards and uiiiCorin originating and servicing requirement«^for consolidated 
loans. 

Students who receive loans under the Guaranteed Student Loan Program (CiSLP) 
or the National Direct Student Loan (NDSL) Program may be eligible to consolidate 
monthly payments on several loans into one payment and to extend the length of 
repayment beyond the ten year term allowable under the current GSL or NDSL 
Proghams. l^nsolidated loans are guaranteed under the terms of the GSLP, Consist- 
ent with this legislative intent, Sallie Mae provides sound debt management- for stu- 
dents through a nationwide, readily available program of loan refinancing for bor- 
rowers. 

Rapidly increasing tuition and fees have dramatically increased the dependency 
of student^s on loans to finance a significant portion of postiiecondary education 
•costs. While the GSLF^ is the largest single source of educational loan capital, stu- 
dents often borrow under other programs in addition to the GSLP. Likewise, stu- 
dents may borrow from different GSLP lenders depending on the number of schools 
attended, residency, and availability of funds. In authorizing loan consolidation. 
Congress recognized that student borrowers could' be faced with severe debt manage- 
ment problems due to the mulMplicity of loans and the requirement of simultaneous 
repayment of thes^debts. "Refi^iancing or consolidation of loans establishes initial 
repayment burdens more evenly with the borrower's current ability to repay, there- 
by reducing the potential for default. 

Sallie Mae was designat^^d to implement loan consolidation because of its ability 
to apply sound credit and lending principles to this program and because of its capa- 
bility to deliver service on a nationwide basis. Development of any financial service 
requires a significant investment of time, money, anti expertise without assurance 
that the product will be successful. Such an investment is justified by the potential 
benefits to the GSLP and to student borrowers of a sj)und program of loan consolida- 
tion. Further, Sallie MaeTias the financial resources to invest in this program with- 
out ^diverting resources from primary loan availafi?ility because Sallie Mae is not a 
primary lender in the GSLP. As the largest holder of student loans, it has the proce- 
dural and systems support which assures the integrity of this program. 

Immediately after the passage of the Education Amendments of P)80, Sallie Mae 
bt^gan the process of designing a workable loan consolidation system and negotiating 
such a system with the Department of p:ducation which had agreed to insure the 
consolidated loans. This process was time consuming and complicated, but through 
it we were able to establish a uniform national drogram with terms that the Depart- 
ment assured were consistent with fedjpral law aiVl policy. 

Considerable research was undertaken to determine the number o^students eligi- 
ble for the program because of the lack of an integrated data base. In point of fact, 
Mr. Chairman, we cannot tell you todayi4iow many ^udents qualify for ioan consoli- 
dation. We simply do not know. n 

The process, procedures, ^controls, and documentation had to be created for a prod- 
uct that nevp: existed before. An entirely new originating and servicing system was 
develop(d. By October ofi981, the necessary systems, controls, and procedures were 
in place and the approval of the Secretary of Education was secured. 

Sallie Mae s loan consolidation process has been designed to meet the broad set of 
objectives we believe intended by the federal statute. Sallie Mae's investment in a 
computer system and in analyses of the complexities of the process has been sub- 
stantial. 

The automated system which supports Sallie Mae s program was developed at sig- 
nificant cost. One of the dominant design objectives was to achieve consistent treat- 
ment of the many unusual conditions which give rise to the need for a consolidation 
loan. For this reason, the computer system is on-line and maintains a very large 
data base for each borrower. Further, Sallie Mae has made a major investment in 
documentation of ail procedures and in establishing a thorough consumer lending 
training program. 

An important advantage of the OPTIONS Program is in the graduated repayment 
feature. The graduated repayment module of Sallie^Mae's program offers two repay- 
ment alternatives and is designed to automatically interface with the complex re- 
quirements needed to amortize a loan with graduated repayment 
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Sallie Mae's automated sysU^in also provides for a signifiamt amomit of data on 
the demographics of borrowers who apply for consolidation. This sy^m capability 
was included in recognition of the need to provide adequate program reporting to 
federal agencies and Congressional committees having interest in the OPTIONS use. 

The extensive investment by Sallie Mae in the system and the processing controls 
surrounding it have produced a timely, full compliance, and consumer oriented ap- 
proach to the legislative intent of the prografn. The shortcuts otliers have suggested 
may come about only at the sacrifice of compliance with the statute s provisions, or 
by reducing the amount of relief accorded the borit)wer, or finally, at the expense of 
traditional banking practices for loan origination. 

Sallie Mae s knowledge of loan consolidation has come after a very concentrated 
effort to design and administer the be«t possible program. Should the number of 
participants in the consolidation program be increased, the same measure of care 
and diligence in design and implementation must be achieved, Ot)ienvise the con- 
cepts envisioned by the original statute and confirmed by the GAO audit as provid- 
ed by Sallie Mae will be lost through hastily constructed programs with widely dif- 
ferent procedures and interpretations of compliance. 

Our goal was to provide maximum participajibn for the borrower in selecting pay- 
ment terms, both fixed repayment and graduAed repayment, which could be effec- 
tively serviced but which did not present thfroorrower with a bewildering array of 
decisions. We believe we have succeeded in that effort, I have appended to my state- 
ment a .copy of the information provided to the student on OPTIONS as well as 
other documentation which is necessary to complete the consolidation process. 

We believe the experience in the Sallie Mae OPTIONS Program shows the useful- 
ness of the concept of consolidation. 

. ■ ' LOAN CONSOLIDATION STATISTICS THROUGH APR. 30. 1983 
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Program volume . " J $T171 " 

Bofrowers..: _ 9,328.0 

Average balance , $12,500.0 

Average term selected (months) 171 

Prograffi mix 

\ GSl 93 $108,800,000 

NDSL ^ 7 $8,200,000 

Distribution of indebtedness 

' $5,000 to $/.000 10 

$7,000 to $9,000 14 

■ $9,000 lo $15.000 52 

$15,000 and above 24 

Opt^^i selected. 

I (extended term, fixed payment) 25 

II (graduated repayment) 70 

IH^( accelerated, graduated repayment) 5 

Delinqudncy. 

30 lo 50 aays , 1 23 . . . .. 

61 to 120 days 77 

Over 120 days .24 ... .. ., 

Defaults Claims m process • .13 



The loan consolidation process appears straight foward and simple: 
A borrower is made 'aware of the program through: a Sallie Mae mitiling; a finan- 
cial institution mailing; a school mailing or exit interview; a guarantor mailing; or 
national advertising. 

The applicant contacts his/her school creditor, and/br Sall.ie Mae to request fur- 
ther iniformation, 

Sallie Mae mails an application package including the required certification form 
to the borrower. The certificates are 'used to verify that the underlying loans are 
NDSL, GSL, and/or^FISL. 

The borrower completes the application and borrower portion of the certificate. 
The completed forms are returned to Sallie Mae, 

The application and certificate are reviewed by Sallie Mae and pay-off date (60 
days ilfT the future) is assigned. 
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Ct^rtificates are uiailed to the creditors. 

The creditors complete and sign tlie certificates which provide account informa- 
tion, quote and required payon* as of the date projected above, and certify the infor- 
mation The form is then returned to Sallie Mae. 

Salhe Mae prepares a promis«ory note, which includes the repa:^ment schedule 
select<*d by the borrower, and mailrf the note to the borrower for signature. 

The borrower reviews the promissory note, signs it, and returns it to Sal He Mae. 

The note is reviewed and payoff checks are mailed t6 the original creditors. 

A coupon book is then sc^nt to the borrower/ Repayment begins in 60 days 

(Note: Creditors are expected to return obligatory docuinent^ition to the borrower 
based on their standard operating procedures ) 

However, because the program (1) requires signed documentation, is supported 
through the mail, and (3) requires input from both borrower ar.d multiple creditors. 
It is much more complex than would otherwise be obvious: 

When borrowers receive an application, they ofttMi do not complet^^ it right away. 
Borrowers procrastinate because: The application terminology is^ unfamiliar, they do 
not want^^to lose their grace pt»riod, they are out of town when the application ar- 
rives, they have questions about the product, or it takes time to gather the informa- 
tion necessary for completion 

If a borrower do<^ not complete the application on a timely basis, he/she can miss 
tjie opportunity to enter loan repayment under the Ol^IONS Program. This causes 
creditor dissatisfaction because conversion is the most costly phase of student loan 
processing. 

The product coiirrpt is simple. The product ber^efit.s become complex Borrowers 
do not understand: Who qualifiers, what the terms of the loan will be, how to choose 
which Option is right for them, or the intricacies of the decision-making process in 
volved in deciding financial alternatives with which they must live for up to 20 
years. ' * '^a^ * 

In fact, we find borrowers do not understand many financial details vis a vis stu 
dent loan indebtedness. 

They don't know who their creditors are while in grace. 

They don't understjmd reassignment, i.e., the purchase program 
- They don't know if thier loans are GSL, NDSL, or FISL. 

This rt>sults in calls to the consolidation center. Three-fourths of those who consol- 
idate will call the consolidation center with questions sometime during the consoli- 
dations process, ' 

Each caller, on average, calls twice. 

Each call last five minutes. 

In many cases, we are asked to play the role of financial advisor; for example, we 
are Jisked to advise about which Caption and term the borrower should choose. 

Due to the transient iic-iture of the borrower population, certain borrowers do not 
receive the application after it is mailed. This causes: Phone calls to Sallie Mae to 
recall est a new application, and the process of mailing applications must be repeo*ed. 

Since the legislation authorizes OPTIONS to payoff only principal and accrued in- 
terest, the payoff has to 6ccur on the prescheduled date. This causes the application 
process to bt* time sensitive and delays caused by incomplete or incorrect informa- 
tion become problematic. 

Critical information, such as creditor name and address, is required to process the 
application. Lack of information: Necessitates a phone pall or letter Jo the borrower, 
which usually Uikes two tries; when reached, the phone call average3S»en minutes. 

Often there is borrower confusion over the $5,000 and $7,500 debt levels 

We thus get applications from those who don't qualify because of the misunder- 
standing of swingle vs. multiple debt, and/or the inclusion of interest. 

Those on the border of qualifying in the grace period are forced to wait until re- 
payment to apply (so they will qualify), which causes phone calls or letters to 
answer questions. 

The pr(x:ess is mail oriented. All paperwork must be signed. The characteristics of 
the population are transient and mail forwarding causes delays which create proc- 
ess hold-ups and redundancies. 

Each problem that arises causes a phone call between the borrower and Sallie 
Mae. This results \n the use of a considerable amount of customer service time and 
causes delays which affect product delivery on the scheduled date. This affects the 
amount required to pay the underlying debt in full. 

Certificates are returned with the borrower portion incomplete. Because OP- 
TIONS is a GSL loan and the OPTIONS documentation supports the validity of the 
underlying loan, in the event of a future Maim the application cannot be processed 
* without a signed certificate * 



We must call the borrower or creditor to obtain tlie information (creditor name, 
address, and borrower balance). ^ 
' Each call on average lasts 15 minutes and requires 2 tries 
Creditors often delay returning certificates to Sallie Mae. 

We must send a letter to the borrower advising of the delay and the potential 
effect it will have on the closing schedule. 
D<*.lfly&Jcau3fLRay:;Qfrdates>tobe missed . , , 

The d^Jay causes additional interest accruals, and makes certificate updaties nec- 
t^ssary. ^v.^ 

I)elays require calls to creditors and/or borrowei-s 

Some creditors have trouble completing the certificate or confuse the program 
with a loan purchase progr^im. 

Creditors confuse grace, deferred, delinquent,and default statuses, and report 
them in error. 

They will call the consolidation center for help. 

They will refuse to verify the certificate because it is viewed as competitor request 
as opposed to a client request. 

letters to follow-up these delays are often met with resistance, creating additional 
follow ups and delays. 

When borrowers are notified that their creditors have not returned the certifi- 
caU^s, and are urged to contact the crediUjr to remedy the situation, they call Sallie 
Mae to ask help in gettmg the institution to cooperate in the consolidation process. 

Thi9> requires additional phone conversation with the borrower, and requires a 
aill to the bank, school, or guarantor. 

When all of the borrowers certificates are returned, the certificates are often re- 
turned with different debt levels than the borrower indicated on the application. 
This may cause: Calls to the borrower or creditor, or a restart of the certificate proc- 
ess 

At times, certificates will indicate the borrower is delinquent or in default. A de- 
cline will result and may generate a Call from the borrower. 

Some statuses are obviously in error and are remedied by cont-acting the creditor. 

Once all of the certificates are reviewed and verified as complete, the promissory 
note is prepared and sent to the borrower. 

Borrowers sometimes hesitate to sign the promissory note when they receive it 
because: 

This is the first time they may have seen the full disclosure of all debt, and they 
are unsure it is accurate. 
They want to select a different repayment schedule. 

This causes missed payoffs, requiring certificate updates and generation of new 
promissory notes. 

If the note is not signed and sent back to us within the allowed time, the borrower 
misses the payoff date. This requires: Certificate updates, communication with the 
borrower and all creditors, and a new promissory note. 

The GSLP is theoretically a national unifotfiksystem of loans. In reality it is not. 
Every guarantor has a slightly different set c»3% to be followed in the creation of 
the documentation of a GSL. Implementationi*r9 state-by-state basis is subject to 
diverse state statutory and regulatory procedu res. This has created substantial serv- 
icing problems in the GSLP. Lack of uniformity in the GSLP means that each set of 
rules reouires a different servicing system, and creates uncerUinty as to the avail- 
ability of Servicing capacity over the life of a student loan. 

The potential for crippling complexity for borrowers, students, lenders, and ser- 
vicers is inherent in the loan consolidation concept unless a nationally uniform 
system is mandated. Because loan consolidation offers the student a variety of re- 
payment plans, in length of repayment and amount of payment, the permutations 
and combinations are limitless. For example, if Sallie Mae offers three OPTIONS to 
the student with a certain level of indebtedness, one fixed repayment and two differ- 
ent graduated repayments; state A may offer five; lender B, two; etc. None of these 
may be identical or even similar except in respect to the basics such as interest rate. 
This will create the necessity for different servicing computer routines for each type 
of consolidaU-d loan most of which will probably be incompatible. Therefore, an ex- 
isting system,, such as Sallie Mae has, will be unable to service non-conforming 
loans. 

Further, the documentation, the former and procedures can vary widely; they do 
in GSU and the potential is vastly greater in consolidation. Lenders in confirming 
loans and providing documentation necessary to determine indebtedness would be 
faced with multiple sets of guidelines and documents which may tend to inhibit co- 
operation and support for consolidation. Borrowers may be presented with innumer- 
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able choices for consolidating their iiidcbtednesy, each shglitly different, leading to 
confusion and artifically inhibiting the borrower from taking advantage of consoli- 
dation This confusion m^jy also afl'ect the overall Hnancing plans as early as high 
school because of the uncertainty of the terms and conditions which will bo avail- 
able to repay student loan debt. 

We believe a national uniform system is an absolute necessity in this program. To 
J^ll.^w a proliferation of ^ paper will overburden an already strained 

servicing system. Mortgages have moved in precisely the opposite directioii, there is 
now a natioiml system of documentation for home mortgages. Such a concept is pos- 
sible for student loans and an absolute necessity for loan consolidation. At a mini- 
mum, however, we sincerely believe the standards for loan consolidation must be 
uniform if we are not to create a bewildering array of non-conforming programs 
which will confuse students, and create havoc for the delivery system. 

We have reviewed the testimony of Dr. Edward EIniendorf of May 25, pre- 
senting the views of the Department of Education on student loan consolidation. As 
you requested, we have set forth below our reaction to tliose concerns. We believe 
the U^chnical concerns can be easily resolved and we suggest that the cost to the 
federal government is a policy determination best left to Congress 

Dr fc^lniendorfs testimony discussed several pro^ems w^fti the current law au- 
thorizing Sallie Mae's Ot^IONS I^ogram. The 7 peicenl interest rate for the cur 
rent consolidation program ou^ht to be adjusted. We have testified that the interest 
rate could match the borrower s GSL interest rate without creating a disincentive to 
the program and would endorse such a statutory change. 

Sallie Mae Ls not currently consolidating either ALAS or HEAL loans. We do not 
believe that the concept of weighted average interest rates is a viable one. Under 
the current Sallie Mae OI^^ONS F'rogram, borrowers are provided 48 different pay- 
ment plans to mat^li the new payments with their particular financial situation. We 
believe that maximum borrower participation in the niiaiicial decision helps reduce 
the likelihood of default If weighted rates were applied, the number of permut^j 
tions and combinations of monthly pay mentis would be infinite, and the borrower 
could not be informed up front of the new payment schedules until after the new 
promissory notes were generated. The federal government interest billing currently 
require;s that the bill be itemized by stated interest rate and separated by their 
origination date (some loans have a dilTerent special allowance payment rounding 
formula depending on the daU^ originated). It would be extremely difficult t^ accu- 
rately generate and control the government interest billing if weighted rates are ixv 
fX)rted to and must be validated by the Department of Education. The reduction in 
monthly payments to borrowers would virtually be nil, while the administrative 
complexities would be substantial. 

The Department points out that )xs written, the st^itute applies all the require- 
ments of section -127 of the Act to the loan consolidation program. We believe these 
requirements should be reviewed and the loan consolidation program be exempted 
from those which are not viable such as the student endorsement provision. We will 
be pleased U) review these technical iK)ints with your sUiffs. 

We agree with the underlying concern of the Department on the establishment of 
flexible repayment terms; that there be a national uniform system. However, we do 
not agree that the statute?, as written, allows Sallie Mae or would allow any other 
lender offering consolidation to unilaterally disregard statutory provisions as to the 
terms of repayment. We would note, however, that as the DepartmeiU has been the 
sole guarantor of our consolidation loans, we have been able to agree, as a condition 
of the guarantee, to appropriate limitations not only in this respect, but iti other 
technical issues such as that discussed in the preceding paragraph. 

The Department's concerns about extension of loan consolidation to other lenders 
are primarily of a policy nature. We would note in this connection that Sallie Mae 
dw?s not receive administrative cost allowances, it is funded on a fully taxable basis, 
and pays federal income taxes. As we have stated, Sallie Mae neither requests nor 
reouires a monopoly. We leave this policy determinations to the Congress. 

As Dr. Elmendorf noted, there are significant costs to the federal government 
from existing progi-ams financed through the issuance of tax-exempt securities. The 
Estimate of Federal Tax P:xp<»nditures prepared for the Committee on Ways and 
Means and the Conimitteeron Finance in March, 1983, by the sU\(t of the Joint Com- 
mittee on Taxation, statt^s that the exclusion of interest on state and local govern- 
ment student loan bonds will cost the federal government more than $2.G billion in 
revenues foregone during Fiscal Years 1983-1988. This is based on continued use of 
revenue bonds to finance the GSLP and is actually understated relative to the 
amount of bonds currently outstanding. In addition, the state agencies which are 
financed through the issuance of revenue bonds, and which earned approximately 
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$150 million in Fincai Year are exempt from federal income tax on these prof- 

ile. This substantially increases revenue lost to tRe fo^deral govei iinierit. In order to 
offset these losses, in 1980 XJongress reduced the special interest allowance by half 
for those loans prospectively acquired or originated by tax-free entities However, 
the experience of the past three years has shown the federal revenue loss p<)tential 
from stat£» agency t^ix-exempt revenue bonds was substantially greater than antici- 
pated. Department of Education data indicates that there were less than $1 billion 
of loans eligible for the half special allowance during the first quarter of Fiscal Year 
li)Kl Assuming that these were all 7 percent loans, the llrst quarter offset to the 
^deral government in reduce<i sp<»cial allowance payments was approximately $o 
million. Assummg that these loans were 0 percent, which is more probable, the fed- 
eral offset was approximately million. Based on Congressional Budget Office 
(CBO) and Oflice of Management and Budget (OMB) interest rate forecasts for the 
next five years, the halved special interest allowance savings will remain minimal 
relative to the billions of dollars of revenue losses to the federal government. Addi- 
tionally, because the minimum yield on student loans to tax-exempt entities has 
l>een set at 9V2 percent, while other holders have a minimum yield of 0 percent on 
the same loan, under the interest rate forecasts there will actually be periods 
during the next five years when the U S Treasury will be providing additional sub- 
sidy 

We have had the opiX)rtunity to review the testunony of Mr Morton E^. Henig, 
Senior Associate Director. Human Resources, General Accounting Office, before the 
Joint Committees on May 25, 1983. Mr. Henig and his associates spent many 
months evaluating the student loan consolidation progiam and Sal lie Mae's man- 
agement of the OI^nONS Program. We look forward to receiving the final report of 
this study from GAG and l>eiieve that it will indicate that loan consolidation is a' 
worthy program and that Sallie Mae has administ^^red it^i responsibility fairly and 
in a manner that is consistent with it,s legislative mandate. 

It is inifmrtant to noU* that in the GAO report various st^te agencies have indicat- 
ed the capacity to provide a loan consolidation program and that they have the fi- 
nancial and operational wherewithal to accomplish this task. The GAO did concludt^ 
that the st^te agencies apfxmr to have the financial ability because of their success 
in marketing low-yielding, tax-exemj)t student loan revenue bonds. However, it is 
our understanding that the GAO did hot audit or test the assertion that systems 
and controls are already in place or that consolidation was similar to functions cur- 
rently being undertaken by the states, thereby reaching a GAO conclusion relative 
to the op^Mational capacity of the stiite agencies. The GAO rei>ort stated that. *'Ac- 
cor^ing to oHlcials of the eight st^ite programs, tluMr program functions for servic- 
ing, purchasing, and making student loans are similar to those required to consoli- 
date loans. . " This statement was reimrted, rather than confirmed by GAO anal- 
ysis. Based on our experience, we think it most unlikely that the capacity to operate 
a consolidation program currently exists. However, we do not believe that i>erform- 
ing loan consolidation is beyond the capacity of others to initiate, assuming an ap- 
propriate expenditure for stafT, systems, and controls. 

Mr Henig's report also makes clear that the GAO was not able to perform an 
analysis of the costs io the federal government associated with the extension of the 
program to entities financed by tax-free securities. However, it should be fioted that 
studies by the Treasury Department, the CBO, the Joint Committee on Taxation, 
and the testimony of Dr. Pxiward Elmendorf of the Departni^nt of Education on 
May 2r>. 198:^, before this Committee on behalf of the Administration, have conclud- 
ed that there is a significant loss of revenue to the federal Treasury through the 
issuance of tiix-exempt revenue bonds for this purpose. 

We have lx>gun to notify borrowers who have already applied for consolidations 
scheduled to occur afte^r August 1 of potential problems. We are especially con- 
cerned that certain borrowers in repayment whose current level of indebtedness is 
close to the statutory miniftiums may lose their entitlement to a consolidation loan 
if their outstanding balance drops below $5,000 or $7,500 during any temporary mor- 
atorium on the program The following notice is now provided to all applicants: 



"'As with many federal program, Congressional authorization for loan consolida- 
tion inckides a program termination date. This authorization expires on August 1. 
1983. 

**Sallie Mae has bt^en advised in connection with recent Congressional hearings on ^ 
reauthorization, that the Congress will make every effort to extend the program 
prior to the August 1, 198*^. termination date. However, in the event that this exten- ^ 



'important notice 
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aion is delayed, it will be* necessary for Sal lie Mae to postpoi]^^ the final steps in 
processing your application In the unlikely event that, a change in our authoriza- 
tion that afTects your application occurs, we will notify you promptly. We recom- 
mend that you submit your application uix)n receipt with the assumption that a 
timely reauthorization will be forthcoming, ^ * 

Thank you for your interest in Sallie Mae — OI^IONS/* 

We hope you will be able to proceed swiftly with this legislation so that we may 
continue to olTer consolidation. 

We are, as always, available to provide any t^?chnical assist^mce you or your staffs 
require We hope you will con8idt?r the impact of statutory change on the complex 
process of consolidation as you deliberate. Thank you for this opportunity to express 
our concerns. 
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Sluflttnl Loan 
Consofldjitlon C«iit«r 



Unttk y(ni tor your irM.Mt>>! OPTIONS t ric!osC(i «Uf tfM> fTUiierirJls yotj wiH need lO 
♦pply !!H> l()lt(M'ing I )?rM~, rjdik,(. tMMM^ mc iudt'd 

One ifKsuuciron -Srieei * 
One Apphcaiion 

On« Ocjiificaie (Two il you listed mcue fhfin '\ ciedilOfS) 
One *?0 Posiage Paid Envelope lo reium the completed 

iippiicaJron and oeriiticate lo Sathe Mae 
One OPTIONS Seteoot 
One {Jenedis Companson Chart 

H .11, V (If ihp Uh^tv, ,ue niissing or il you fiave qvjestuiiis fegardifuj then ,:oinpii»fion 
pi-av ( .ill HOO 'M(> ^O(H) 

As ^^xjr. a-, we rtn.e.ve yOur oonipieled appiiCdlir»n and cerhlir;a!e<?i). we will begin pro- 
(:es^.ing your fogiiest II will rake about 60 days H any delays occ ur during ihe ptocessmy, * / 

yOu will be nohfied 

% 

We (eel we have a very aur^jrtive plan (or you and look forward lo roce»vir)g your ap- 
pheatiOf* Why not compiele Ihp forrn^; rO04V' and W^ OPTIONS work lor yOu'> 

Student l oan Consotidalion Center 





to 



STUDENT LOAN MARKETING ASSOCIATION , 
GENERAL. INFORMATION ABOUT YOUR APPLICATION 



O Aboul The Progran 



The Proce$s 



OPTIONS was .^ij|h|)'u'eti t>v Conci? tOf >mpto»nenlc^ 
tion DV \^(f SloUen: j ()ar» MorkonrH) Assoc laifon (SftHir 

tiocQjmd'y ciikjca!»oolniniiy rUud'^rjis find tnenjae^vo'.i DOf 
fOvviftg under/ OilhOi (if bOl!- Iho 0M9r,^nt^ud Student Loon 
P^ogt^m (GStPK fto<«(h« N^iStOfiflt Diroci/pafer^e iiu»deni 
Loan f'toOfsm tNf>$f » OJ ccujf&e uicronsea costs rmfan 
i3'5e^ foynj artd ih.^s moons highor oaym^lA wodn Ui6 
toan!* mufii Do pflKjfti^cit BuqOu*^^ oT n>6Qfi pay 
jTien!', vjnic e» ^tudenis hav^ found ?hem?pJve'5 »iri4bU» lo 
mi*t?i !h<*iT oi'>i*Qf»^!C|n(S) !»^ey end up fniJtnq lo tepay 
Uioi! dobf OPTlO^J/j ir< olforod as one wiiy to reduce i»>e 
dobuU 'at*» By cof|5»ol!da>ir?g j^ov^i.^: loans arviio' <?xlci*td- 
tncj r.?tMvmi>r»! »crr|i thi> dr-ht becontos mot« rnanagcable 
J«» ?ho tK)rrQwers ft hff n6! roGuH will be fewor dafautis ami 
ovauiH k}wvf toiipoj ih«* government (TAXp^vCH) Id sup- 
pba iMi? program / 

■' Tv.rf «^^tinG?k>^/i whfch ?ditov/ aro mloddfcKi help you 
to<Yipieio v^xtt ftfcp^tcotfon tioth ciMic*ity and accurptety 
Piyaso feo} (r^o to cooiHci us if an J queMmns artfio while 
yov .'rtf^og oiJ !he iQinr^s 



Qualification 



N^y 



• tft order to/Oun'ily for OPltONS you mu?! tiavO QvOr 
. $5,000 (prtilcip^I -f inlereSJ) outstanding in guarrtntced 

^tudoru loan indeblednes^ rnside under ailhoi tim Nn- 
tWt Dno^l/Oelensc Slud(?n| Loan Ptogcam (NDSL). Ihe 
Ou^rgnlofK] Sn.idonl lojuh Progr^^nt (G$l). and/oi fed 
orally InsJrod Sludcnl Lonn Piogram.<Fl$L) 

* n you owe iwiwonn ity.OQO .md S7,50t). your indtibiod- 
ness miwl be lo mofo Jbe»n om? crodilor oi undof both 
progran*^ or it an loans are GSL loans, insured by mofu 
than Onj; (juaranree agency 7 ho ni^illiplo indobtednoss 
C'itQrta pro 4101 CippticaWo »t yoij owo rnoro than $7.r>oo 
on your jqutiti lying fiiudont loans 

♦ You ar^jaoi roquirQd to conso'^dalo all ol yoor qualided 
filudeni jloans. but at! of the loans you want to consofi- 
datij mu^l bo cuir^m Dciioquoni, doMuHed. or defer rod 
todn$ ddnoi quality toi consolidation This iiK:kidos toar\s 
that becpino dohnquonl during tho consolidation process. 



A!!Oi y(vj Uavf; fOviowed 1^i> miUr>ii^i in ihrt packatje. 
vou' next f.tcD is lo comptoio thf» aj>of'cetiun and sptoci 
you* OPTION Thon coiripk^tp ifii> top Ot i*^^ vor«l*cal«On 
comiicato a no return boin the applH^aiion and comlicato to 
Satffo Mdo >n n«e potit^jgo piild envelope provldefJ lo» that 
pilrpose * 

Upon rocciol o! you/ signed apphcaupn. SaHia Mug w»ji 
t) Aisign a scheduled payoff dale 60 day$ from the day wo 
recoivift VoiJf packao^*' JKio^wRid \f\Q ce»iiifc(iie($) W 
yoiji croa»lOi(S) lO' compietton VVhen you' creditor 3 have 
returned tf>o cffMiftcatt^?; we wiH pwpi'ue a Promissory Note 
and mo't lh(^ new imte !o you for you' review and siQ^i'^tvio 
11>e promissary nolo wilt ' 

Shaw how rnuch and wlipn Saliio Man witt pay 
eoch ned'tor 

Disclor.t' the mients* rate; total Wan onfiaunt. 
lofaJ intef03t lo be pa»d eino the Of*TiON^ 
repayment schediite you ^letoGfed 

When you return youi signed Pron^issory Note 10 U3 vv(^ 
will nuiil Ihe cht'Ck(s) lo yOui cred>tt)r(S) for she amounts 
'plated on ih^' Nyle I ad* ct»ecK wiU be payable to youi 
cieditor to bo appliinf aijnmst your studeni lo^ut account 
We Witt notify you of Ww check romitianco and oxptair^jrour 
r«f>ayment <Jbiitjaiions 

Within 30 dayS alter yoii . (eceivo. this notioo yOu wilt 
rrjcolvo your first bi» frpih Satfie MaO. 

We osiiniqtQ \ui>\ ii Will lake bciwoen 45 ond ^0 days fo 
comptfiie the process Tiiis Umii^ ' assumes ^ quick 
response frohi you and your cttidn\or(p) During this pe-rlod it 
fe crittcat flmt yov cofUinue nuitkmg payments on your ox- 
istmO toafH^}! 



Fonns Completion 

Qefore proceeding pfO^So Inventory the package ^$nd 
make sure yoii have an the lorr^is Indicated oh iho cover f oi- 
ler U you don't ceil us at (000) A^6■A000 

The application, conil«caio and OPTIONS SELECTOR 
have (nslrucfions delaiting hpw. to complete (or use) Hieni. 
Some higti'iQt'ls on each form may be uselul 



Hi 




42 



Applicntton 

• MHk« <.,ij(e Ti^ifU kid<* yi.Hif S<.H idl SoCli'ilV 'MjintXJf JiHJ 

sigj^ (I'vj elate h>c lorrn 

• (>)n>pJeio Ihe Siudonl IcMn into<irial»on $ectK>ri as b<*sr 
vt)^) r^n whiSo the ,im<Hirn owod rtoe*; nor navr* ?o fK^ 
tM^rt it v'.>«i "fUiw your e*4»*. ! balances) i1 wth help 
stH't'<j up me (>rfj< «'ss !♦ yotj tlon t knovw rtn' df^SiverS to 

-ifii^, ycij may U) < ..li! yim' ' r»'^JiU>f{s * ^i^ij 

v*"ify yciur fr( (>i(j<si Ttvs wtli ,iK.-> i,elp yt'vi < "ff".oH"lP the 
(VMit.i mNii'Mjnr-r-i r-x-^j-.c (•(,M)fv,H»! the ?t',ujt» 
H<'p,*ytruT-.; Op^.o^'. j^a<i<it>lH in the (.)f'TrC')NS SfcLf^.". 
It jH sMim ( if'<- i'lU' ftvit ;..'sl Ills yO'ir t>or(,S ;{no ififn if. 



OPTIONS Selector 

Ttna parnphtei iiiusifates tho ihroo fepaymoot pSans 
available lo yoj The fiuiTii)ef of diffefoni monthly pay- 
ments yotj may chposo I'om »r, based on youf total out 
standi HQ balances Tins txjoktei is providOci as « gmde to 
yoii in yout r.otection Tt-,o iiinount'of montt^ty pay 
rDonii: m<iy Oifter St'qt^ly trom (hat On yOur Promissofy 
No!o A'3f;un>mg your estimated bai.snco is co'^o^.t ond 
j^r«'e'> witrs yuui croOitoM*.) ano yoo use ine scioctor pfop- 
'jffty yi.uf Of U IONS i 'tr>f iw^^of^ Not** and repayment 
^c'redulH wiH lelUici tn« pU^n and nionihiy payment tt+im 
yCt) cho;;t? 



• M,ii) irn? U)nrt U) Saii.e Mae in ihe enclosed cxx^taoe-paid 



Your New Loan 



C«rUflcates 

• Itit- w«-n*.( .ifi<»;) ( j-f;ff.( .tf> 1^ ,1 'nu:»ip,Mi t(.f!n deSfq*-i<><l 

.11 v«>" (•(''/ '!»••'<! [t I «ntpl«>t»> lh»' infuf fTMl'On dm*' hiiic 

Th}s lonn ts usetii u> awtt-'tHi/<:^ yr/<jr « ledrtors to reiea'^c 
iii!()fii:,ii'(>n ,iUnit fn(j -t.'vrn.,) Vt.Hi vvrint Hic)u<k?0 »'» th(? 

-.^tSulKldliDi! One i «.'rI:f'C atf jvtli pf(>vHje snJorrnatiOri toi 
UP ti! \ ' '«Hl!U>'S 

«• 

• ^1.J^«t' '.UM' !(/ p!i),'i(i** -> tn'np;»»r,v fM.r)iini(^ address 'o' 

• (fiir.l pr-^vv!*:*^ If f <t)t:ri! i' WortT^aHon rt«(,jues!Od ^ 

• 1 rvcic-.e thf r (xnptetfiij c vtifii, .i!u(s) ;n tt^<.' iK>sfage paf«J 
f*nv#»k>pe With ihft apphcatron ancJ reiorn Miern rx)th to 
oaiJie Map 



When youf tonns are consolidated the new OPTIONS 
ickan voij receive will be irom Saliie Mae I ho OI'IIONS 
Sivin wif! be a GSi. beanng a »"% interest rate (Annual 
Percer^age Rale) Yujr new OPTIONS loan enters lepay- 
mem status the day if ts nr-ade and tt^e tj^st payneru w»lt be 
due wittiin 60 days ot the dale me checK(s) are mailed to 
your creditoMs) 

IMPOnTANT!!! f veiy eHoit wiU be made to ronut tho 
payrjti amount to the credrtor on ilu» scbeduled dato Oc 
oasionatty. tiowever the o»ac.t amount r<,H]uirod to p«iy itie 
old loan witl not be femrtted because tho payment is not 
'ece«yed or> th^ orrgmatty scheduled date In the event of 
uriderpnymeiit oi ovetpayment it *s you< te^ponfubility to 
ref.olve any drfterenco with your r:rediior a'wJ to take the re- 
Oijir(>:1 ac'ron to pay the old 'oar» m (uH 

Srrire the new loari »s a GSl. the NQSL b<inetri<,' you 
now riave wilt no tongor bo aix^trcable The NDSL(s) you 
roni.oiidatcd is/aie pard m lull (Jkje impoftarii nolo atwve) 
Howr»vef. you wrii t>e eirgte tpr.tije GGl benelits' thai 
exist when ycxi conscjiidaK? Youi Of^TIONS t<wn ^itl boai 
itip same basic boneiiis as othei (5Sl loans and you wHI 
have tho same basic ffghis and losponsibrittles to Saihe 
Mae as you dtd to ymu previous GSl crodriors Those will 
tm deiatted tn the Piomissory Note You shouW be aware 
that 1 1 y<^4 *, on soil date on NDSl loan, yoo will lose the 
ifjnA-ef NDSl inteiest rattr and forgiveness of tepaymont duo 
to ieocfiuxj 

'Sy/? fho f}ncfo'>(hl t)f}nclitb ctuift lot a de^cupUon of those 
txjnetits < 
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APPLICATION INSTRUCTIONS 



Q. 
O 



IMPORTANT: Do!act> ihts sheet, carefully road the instructions that folltiw, and rolain for future rtiforonce Typo or print 
cioarty alt information roquosled 

TWO EASY STEPS 

Slop 1 Compietp all items «n tf^o Applicatton 

Slop 2 Mail trie appijcatwn to SaiUo Mae imM^dtateiy in ^ 

Itie or>cK>sotJ postago-patd envetopo / ' ' 



Ho, 



ENTER THE FOLLOWING INFORMATION: 

Yoor name arvJ complete address 

2 Your social security number must bo grvon If in- 
conipleto. itie application will be roturnud 

3 Yoor birltidale 

4 A letepbooe numtwr wfioro you can be roaChod 
during the day tvxjrs ' 

S 

5 A tolophof»o number whore you can bo reached 
during Iho evening txxirs. 

STUDENT LOAN INFORMATION 

6. The full name of each of your student tdhn crndi 
tors to wtKMTi you are sorxling coMificates 

7 Either "QSL" (Guaranteed Student Loan) or 
"NDSL ' (National Direct or Defense Loan) 
doportding on the student loan program under 
whtct^ the corresponding (can was mado Oll>ei 
sludonl loan programs do not quality for consollda 
tloo under the jDPTIONS program 

0 Tho initials ol the guarantee agency which insured 
ydur GSL student loan Refer to the guarantee 
agorKy codes on the reverse side of the certificate 
It you do r>ol krvjw those initials Enter "N/A" if cor- 
resFXXidlng loan Is an NDSL loan 

9. Tho original principal amount of oact) loan 

10 Original Payment Terms Enter in the correspond^ 
ing blocks th© repayment terms tor each account 
This information can bo obtained from the Repay 
men! Sche<ftjto or Disclosure Statement provklod 
by your creditor 

• # Paymonis — Iho lotal num^r of payments. 

• Moolhiy or Quarterly— tTOw often you make 
each payment 

• ^Hiymont Amount — anKXjni of each payment 

11 The amount now outstanding with each creditor 
(principal plus unpaid accrued Interest, if any) 

12 The sum of each column In the appropriate Total 
bk)ck 

NOTE: item 11 "Total" musl bo-al least $5.0(X) to 
bo Gllgibio for consolldatkxi 



o 



Q. 

o 



(D 
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13 



15 



«6 



17. 



18. 
19. 



20 
21. 
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SCHOOt INFORMATION 

Your gradualion/^chool separaUon date in the ap 
piopfiale Otocks ^ 

The namo and address of iha last school ywi 
aitendod 

Tho tasl degree you sought For e;tanip!o BA. BS, 
MBA. MO, JO. ere fnier one ol the following codos 
^pr your major course ol sfudy 



Cods 



Classification Code 



01 Agricullure/Naiural RQf30urce& 

02 Arls/Conimunicaiion 

03 Architecture 

04 Business/Fjnance/Compuler Science 

05 Engineoring/TechnicaJ 

06 Engllsh/Journallsm/Forotgn language 

07 Forestry/Enyuonmenlat SciQnce/Goog<aph// 
Geotog^ 

06 He^Uh/Medicino/Nursing 

09 Hooie Economics 

10 Law/Go v#rn men t Sorvice/Polmcai Science 
It Math/Stalls tics 

12 Philosophy/ Psych c!ogy 

13 Roligi6n 

14 Scientific/ Library Scier>ce 

15 Social Scionco/Hisfory 

16 Tjaachlng 

\7 Trade/ Industrial Training 

id Olher 

This item must be compleled 

EMPLOYMENT INFORMATION 

Appropriate data about your omploymonl slal'js 
Your (^mployer's name and addres^ 0' applicable) 

REFERENCES 

Enter the full name and complete mailing address 
ol a relative fK>t Jiving with you ^ 

Enter the full name and compfoie mailing address 
of a nofPielallve not living wilh you h 

OPTIONS CHOICE 

Select your desired repayment option and enler an 
"x" in the corresponding box Refer lo !he 
OPTIONS Selector for msIrucUons and guidance in 
selecting the right option for your circumstances 

Enter the term (number of months) you desire for 
your OPTIONS repaymenl period Refer lo Iho 
OPTIONS SoJoclor for assistance in making the ap- 
propriate choice 

NOTE: If you fail to complete ihose Items. Sallle 
Mae will give you OPTION I wilh Ihe shortest lem 

Sign and date ihe Applicatior^ and return both 
copies to Sallle Mae 



O — ^ 
a. — ^4 



* • ? 

; i ! 



:t4-J 



@ 



i; .^.^ 
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STUDENT LOAN MARKETING ASSOCIATION 
LOAN CONSOLIDATION APPLICATION 



fit WMmUOBV T Hr AfrttCANl PtgAy TYft 0<t PfiWT >V1TM OALL POWT W N 



tiATf w rnnxn 










o*> TOO U5» AMv or n»f Mh">Vt 






NO 






J 


— miMn To r»wd; uawuAu 

llVtV STUtHTS* 






















NO / 

W vow f<jw €M<%<ACU» Of tlJ fX»JtXy< 














» 1 














AW Aooness . . - > ^ — ^ — ^ — 




1 OP"ONS CHOifl 1 


OPTION > 
ifvtL fle^A.rvfNt D 


OPUON u 


□ 


(>PTrON \\\ 

' GnAOOAlCD nCPAVUtM 


D 1 


1 tNUVOtn Of MONIttS) ^ 



lc*Tt,rjrjh4i fhfl aDovft «ni<wmaT.o*>.» Uut xrHJcwtcct I H4v» <t*d Jh« »cq||^nyif>Q in»Ui>ri<ofvi jt^O ort*5»»Uno my njM* ano '•jportilbi<Uie5 urWat tht OPTIONS 



RfWRN BOTH COPn& TO 
STUOiIn r iOAN CONSOUOATION gCNTER 
PO BOX 1600 
lMEnniFIEl.D.vmQINIA?9ll6 
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rroA^oniirHhi .n ih,s cerl.fK^ate hps (cquesteo thai Sauio Mao co.xsot.daJe c^num of his/her ehnrtjio siuOerS loans In ordof 
Mae io^)rDvKJe vui: seivice loi yom customer n is necossa y toi yotr lo cornpietD Pun ii of the? cerultcate 
/AO effort 10 mDKD ,t na^y fof you to hefp yotir ctiont. wo havft .ftciuded .hst.uctions Jor compieiK>n of tfic form Afior the information 
mI*'!^".! n i . ^""^^ ''''' app'oprale. Of frcal sfgn iho form ond n)a.» .1 to Sail* Mao «i the enctosod postage-p«VJ envelopo 
Mao W.H li^ftn curnpteie Uu» procoss.ng of iha appt.car»t s requtf«l E^oih Rail.o Mao and the appj.cani thank yotj for your asstslaoco 




STUDENT LOAN MARKETING ASSOCIATION 
LOAN CONSOLIDATION VERIFICATION CERTIFICATE 



QENJERAL INFORMATION 

Of^fONS Iho San»p Mac toan Co/»so»idalion Progfanv is designed to ass-si siuUoni borrowofs ,i> ^eoi.no the., »oDavm<inl oWiQa 
K).. on h^. st„doni Kvins nu»de .mde, the «uaranl«ed Studonf Loan (GSl) Nat.on,,, Defense or OMect Student iMnsTf^Ssi a^/p^ 
f cdeiaf insured Student i oor. {t ISL> Pf.>t,,ams Bonuwors who owe ovo, $5,000 to nioio than eno creditor or who have loans made 
u^xfff jny Cfj.m».rwiKjn of if»e programs, or who have toansmado under fHo GSL only but wJiich are insured by morennan one {luaranleo 
«gOcncy are ohg.bn. tor cwsot.dat.on in lhf» OPTIONS progron^ Also. Borrowers who owe more than $/ 500 are ohgibk) wilhout rooard 
ttr-y^ftmutiipkjjicKjfto requrremenis . 

Undwr the OPTIONS program, nm appttcant apphes/Jirecfly to SafliR Mao for th© consolidalion ot .his/her quafihcd studani loans Tho 
eorf<.s,>d cer l.fK:ate must w cofoptetod by your msi.iu iKjn m o.der to compteto thq consolidation prpcesiS (Please neto you, boirpwor 
t^a-. s«9f,ed »io form reqyost.ng r e?ease Of Iho infornmiion to Sailie Mae \ When aW certificates havcf'ftecn rocotvod a promissory note In 
ifHi arjijiogoie mww oJ the ij»ioiifywig certilicates is issued fo tho bonov/ei « m u «,bv y 



Jim coetiKcflto «i nVtossary to obtain an accurom rerord of Ihe applicanrs current student l6an obtflations aryj to <Sq\qu 
cxtyXf arhi^uni for your mstilutK^i Ph^aso cor^iplcto atl ol Part rf of this ceitificate and reiun. lo Sanie Mae prompiiy 



NOTE: The payoff dale is a rtat^ vissHjncd by Salfie Mae Wo advi$e all borrowers to cofitingc meeiing their obligalions with 
cred.lorO) imt.i \uoy ^,re nof.i«^d th^it the cons«tidalK)n procf ss.nt) tt compJete<I Howl-ver to assure Ihnt yotir inslitu- 
!«^)fi .s psnJ «i full catfunaio iheprtyofi figure a S5urninQ that ng tuither paymontK will bo madt; If you recch/e a payrr^ont from 
•J^e 3pp4.f.«nt ^iier cr>n.piot.ng irii} cert.f.catr.. posi Ihe account .n i?it? usuat m,m,mr Whnn yoy recpw the OPTIONS check 
for Iho payoff ^imo..nr and >t overpays the or. count, please refund the ovofpaynioni aniouni to Itie applicant 



CERTIFICATE COMPLETION INSTRUCTIONS 

. o^nS't! pSh ^ r;;^/''\"J' '"'^ ^^^^ *nH>JiCan| s portwr, iq insure thai you have adequate intoimaJion to 

^on^p«>t , , aT coniflc t Ih* bf>r,ower at ihif phone niimbcr listed on the form ii you caniwl process the form because of utsuf f.cioni in 
;r , s^mtiivant d*crepo'«cy between y«ur in.slHutK)n s record^ and those; ol the applicant. By enpod.l.ng the compfo- 

!«.n ol this form you can .na„e the payoff cf>eck reaches youi iftslitntirin on or before iho -schndyted payoff date 



; CHECK OR ENTER THE FOLLOWING INFORMATION: 



*.7 



Vetjty the acco^iMt number atxi type ot loan md.t-atcdby checking the appmpnate box Please cor reti account numbei(s>andlyr>o 

ol loan it nor.os^ary ' - v, 

ACCOUNT NUMBER: f ntor yi>ut in?jittution s coiroct account numbor it different lhan listed by tiio applicant 

^^"^^ ^^"^ ""^^ "^fl 'n»*fl»s Ql the guarantee agency which msuios tho loaa ' . vJ4 

Retpr to Ihe Oiiamnloo agency codes tabV? on the rcvijfse mo ol Jf^e^ceriifieato - v;^ 

SLMA OWNED?; Check the appfoprlate box Ig ind«coJo it tho toan t& a«ready owned by SaOic Mao 

SUBSIDIZED?: Chock the appiopnate bo* <o iiujicato if the loan has been eligible foi federal interest bcnelits whiJo tho applicani ' ' "■ 

wa^ ifWschool, gra CO and deferment status . 
DATE OPENED: Enter Uie daie the foan was made (» Ihe l6an is now in repaymenl enter the date o? |he conversion ) *""*^^' 
ORIGINAL AM T: Entef the original pnncipat announi of each toan i , 1^ 

INTEREST RATE: Entei tho repayment lotoresi rate fpi ihe loan 

STATUS: Refer tp the status code table on |ho fomi oT.d enter "the oppiopnale code A default status niust be indK^atod iJ Ihc loan Is >» ^ 

iJiHauU 'ogardJess of Ihe iocOf»t payment history 

LAST PAYMENT MADE; Entei Ihe date tlieiast payment was rtiode if the applicanf is waking lepaymenis ot prmctpal and inlciest . : -i^ 
NEXT PAYMENT DUE: Lnler the date the applicant s firstrnoxi payment is due 

CURRENT PRINCIPAL: Tntor the amounl of ool^landmg pnnc.poi as ol thft payt»tl dale osMurYiiog ihat no payrnanls will bo made ' . '"j 

INTEREST DUE: CJsteulate and QWOf Iho amount of unpaid ai;crucd interest outstgndiog as of the payofl data also assuming thai ' •V'^^ 

!? ^>»^yp^'"|w^l ^ "wde. (Jf thq loan ia bagod on a duJcbunted method ol caminps aftda rebate will be due Idenlity iho amount 6l t**^ 

'he rebate ih in»s bk)ck ) .. ■ # '■"'-^R 

UNCOLLECTED LATE CHARGES: Entei the amount oi i.npaid iait> chutgrts if appficable ^t: 
TOTAL PAYOFF: Sum curroht principal and mlore?! due amoynls and enter that omounl (»} a robato was due from step t3 ' "i^^' 

jobVfirt onflen>e* lhod,lforonc(»J Th«j figure is Ihe o mount vot* ropui^e for theboirov/ei lo p.iy l»>e Umi. .n full on hieschndutodpay ' 

PAYOFF REMITTANCE SHOULD BE MADE PAYABLE TO: Complete thig seci.or^ onfy .'I payments from the applicant are lobe ' 
. rre,ie payahh- lo an ins'.ti;j«:jn dflle^er^t than provKjed by tf^o nppfcani if 5h« ifjyn an mSi pfeaso rfWicate Ihe school wf«.ch wifl J 
»ece«v^ credit for the payrtwn! ' -.. Si 

PAYMENT REMITTANCE ADDRESS IF DIFFERENT FROM ABOVE: Compt«tc th,s section onty iJ paymonts from the applicant .. ' 3 

««v ient fc a<ldtf;t(« d>f!er««n! iha*^ providRd by mo aop^tcahi . -iisiaf 



CREDITOR CERTIFICATION: Enlci ihe name lilte and leiephoro numi)c< of the official who has aKnpietnd and wcrilicU this into i- 
nvshwi Sign and date !hy CO M't'Cair? on :he apprqp rial ft tin tjs. 

Pnpy\}f the cenn.cate »^ fho Siydcnl loan CortSOJidalior) Ceftte/ in the postage paKJ envoiopo 
appf^firii Ar^a gdJWe Mao apptee^ie yoyr assistance trt completTrrg ihts for>n 
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STUDENT LOAN MARKETINQ ASSOCIATION 



(0 



© 



PART I rO HE COMPLErEO BY M\l APPLICANT 



® 



® 



DAYTIME TFLEPHONt 



EVLNJNO TELEPHONE 




inaiion »ny (iu()«n) lOnn(«| ti»j»<j h«f« v»h<cti S«ti>* Ma* *yt*<l% «t p«»I Ot lU OPTIONS Loan Con»OlW«!ion PfOfl^m 



® 



APPtlCANT S aUNATUHE 



CERTIFICATE INSTRUCTIONS 



PitiAi» compJolB all of Iho nbovo »n(ormniion Typo o( prtnl cloarty (press hard wUh b«l) poinl pon) Complolo Iho lol- 
lowtng mformolion * 



1 Your litti DaniQ and comptolo mailing address. . ^ ^ 

2 A lolophono numbor whoro you can bo roachod during the day hours 

3 A iQiephono number whoro you cftn bo roachod duririg the evening hours. 

4 Your social security number 

5 The (uti name and complelQ mailing address of one creditor you want (o include in (his consotldalion 

Note. II you arc making paymonis to a servicing agoni o( the crodilor. pio^so onlor Iho sOrvicing agonl'5 
nanin The address you enter shbuld be (he same addrass whero yOu now sdnd fiaytnonls 

G Th^ nccount number assigned (o your loan(s) by your creditor. Thi^ number will assist your crodltor to locate 
r your loan records and process (tio certificate (I you do not know your account number, enter "unknown". 

' Noto AllhOugh each lodn should bo listed aeparaiely. you noed not repent (ho account number if u is (he 
$arne (or aU Of yOuj loons wilh the credrtor 

7 The &ai|tr>ce now ou(S(anding on (ho toari If you hftva mord than ono loan and your crodMor has consolidated the 
V individual loan balances WHO ono repayment schedule, you may flnior Ihe aggregate amourfl ou(standing 

8 Check "NDSL*; "QSL" (FISL it a type of GSM dopOndmp on the lypO of student lOAn program under wjiicli Iho 
corresponding loan was made ' 

9 Repeat stops 5-8 for each ol your creditors. 

10 Sum Die tndtviduat balances and enter (he total amount in (he total box. 

11 Sign And dalft cordlicato • 

RflviQw th< (lorh^catA^ linql make sure thai ill of ihe above ilema have been completed And are Hccurala. ConlAcI Iht 

Contnlidaiion Center il yovj need aaalatarice tn completing (his form Return all parts of this form ^d the appticatlon to the 
Consolidation Center in tho\}nclo9ed envelope. 

' RfTuRN TO 

t STUDENT LOAN CONaOLlOAtlON CENTER 

Ww BOX leoo 

MianiFIFLO. VIRGINIA 72116 
■ ' (ftOO) ««-<000 
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STUDENT LOAN MARKETING ASSOWATION 
f&AH CONSOUDATION VERinCATION CERTinC>%E 



ttudfM W*"* iVit I nl tha il l« t>< cximpMrd by «n« tKMio^cf TAeclte^M-i mfM) P»n II by lh« hoWw c» lh« bwa^-tr » «o»n« ('OfdiloO Pi**ftl »yp« of pctnt with b»il 



APPLICANT NAME AND ADDRESS 



NU«jHrVriCH7rj»¥h(fi:t " 



DAYTIME 1 ELt PHONE LVtiNl Na 1 ELEpHQNE 



SOCJAt SECURJTY NO 



CREDlTOn « 1 



ACCOUNT NUMDEH 



_ BALANCC^S) 



CREDITOR: PLEASE VERIFY ACCOUNT NUMBER(S) ANDjrYPE OF LOAN 

□ iNFORMATlbN OK AS IS ^ 

□ CHANGtS 



I am aoplyirty to S«lt<9 Mm hif l^w «tufiao'>i}Mto«> ot my MuOvnl tosni*) iislvd tttrm I t>««aby i«qu*«t jind authufti* th* d>«c!o«ur«i to 3«lCi« Mac ot Bny tntor- 
n>»iiori Vn n>y stuikiti loao(>) UM»a h«r* w^kJi Siiik* m«« (i*^s j> p»f\ o' tti Of*TtONS Lo«n CuntolKJalion Program 



APPLICANTS SIKNATDRf 



■m=imM.i*i.nijijjj.i:i'*iiiijnj.i 



A: 



PAYO^^ OATE 



CREDITOR PLEASE NOTE. Toial pay-off is Ihe amouni you would require 
Ihu borrower to romit to pay hts/her loan in full as of Ihe dale to Ihojofl 







ACCOyNT 


ACCOUNT »3] 


ACCOUNT # 4 


AgCOUNTjJi^ 


Arc:t)UNi NiJMEJPn 
"status" 




























SLMA OWNED' 


_ {Tn f ' G NO 


~U YES cJTgd*' 
G YE*^" □ no"' 


"^J^YE^i^D no" " 


I i YES O NO 


[ T YES ' a NO 




fj Yf.S* Q NO 


0 YES U NO 


a ye/ ' g NO 


PATE OPtNCP 
OniGlNAL AMT 
INTf nt^T HATE 
AM? M\> ijfl 
i.^^X PAYMENT WAOE 




I . . , . ,. .. 




. — . 








^ , 










NEXI PAVMENT put 

Cur BENT FrVncipal 












IN IE REST out 








I .. - . 










TQTAl PAYOFF 










$ 



01 IN-ftCHr)t>l 
HP PAYMENT 



STATUS CODES * 

04 ocrcnwtNT 

05 f'OnCJEAnANCE 

07 nn Aui T 



PAVOPf nCMlTTANCE SHOUuP OE MADE PAYAQLC TO 



PAYMENT ntMHTANCfc AODRFSSIf DJFfEnENT FF?OM ADOVE 



2iv 



«pt>MC4nt bA>f«>««f tfaS nv»U» in »c£Or)/i«r»Cv *i<«h \t\» siiUn. ytf^erutnQ vftitt the CNMf«Al«#<^.Shja^nt loan (ttSlf P-tSfum m thr^ Nxt J^fvc I at O^lanM aijnj«nt^l«»n 



RFTunN ro 

^ ^, : STt;DtNT tOAN CONSOUOAIfQN CENTER 

^^*-r WAU P O oox tsoo 

^ . ^ , (703) 

WAftMNO: ANY ITHSON WHO KNnW)r»Ot T WAKf^ >AiSr STATtMfNT On MlS»«FPHf SCNTATlOM ON tms FORM tS SUBJff T TO ft NAITY Or LAW 
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PnOJECTFD 
OlSnuHSEMLNT 
if OAlt 



Sludent LD«h Marketing Association 
PROMISSORY NOTE/PROMISE TO PAY 



t. _ . . tlic bofrowor. proniis6 lo pay 10 the Sludonl toan MjirK-ottng As»ouial<Q<). 

Iti« \«n<)9f (at »»0 (ion leoO. ^4err»flftl<^ Virginia 22116. Oi fit siicti othci adilfoss its ilosiftnatod hy the te.idor). All «Ke pnnnpal «uni ol 



$ — lo WiO nitoni It IS advaricud r»> mo. piu» an arnouii! equ<VAioi)| to daily timptn inlorest on Ihe unpaid piincipal balance 

ai me futo ot t>orccni om year l w>l> rtipiiy lh«* loan .r» pa<iOd«r m3taii(>t«>r)ls in Arcordimco wuh |ho nopaynieni Scl>«dul<r 

torth bclnw II I 'at« to pay any ot incs© iimou<il3 when Ihoy aift duo. I vwll olao pay atl charyo» and plh«r' coals mcludmg roajanatklo at- 
kiinoy » ftiOi- thai arc p<jfin»t|eo Dy hiHlmh* law and fOgnlJltons afWl nta noi-cssary lor Ihfr coH<^tion ol theso anKMrnts II ih« loan 19 re- 
»a»fe<l 'or coilCClion io an aocrxy IhnI *i auhiccl lo tUu fan Dolit Coiliiction l^roctitci Acl I will pay thosw cuHt-ction tosli which do not 
vncfioi} 2& pofi:«nl ol the unpa<d prinripal aitd accrued mioront ^ , 

ITEMIZATION OF AMOUNT FiNANCEO 
The proca«ds ol this loan wll be mod to pay nil my Mahilily on lh(< lotlowirm loans 



AMOUNT FINANCEO TOTALS 



AmounI Paid To My Account With 
Sludcnl Loan M*rk«ltng Axsoclslion 



A. TOTAL 

TOTAL AMOUNT FINANCED (AI.B) 



Amouhl Paid lo 0(h*r Cr*dilor> 



The amount paid to each crodiiur roprosonis Ine LmpaKl baiar>co disclOMd by tho cioditoi I understand that it. alter paymnnl ol th« 
<an>ouni. UtAM. thure is ron»atnino unpaid bfUanco or an accoiirtl credit, it my ro5pons«biI»ly to ru«o1ve Iho niatlOr wilh Vh« applJCaOlo 

REPAYMENT SCHEDULE/DISCLOSURE STATEMENT 



ANNUAL PERCENTAOe AATE 


FINANCE CHARGE 


AniOimI F{ft«nc«d 


Tolsl ol payment* 


riic^cosi ol ihp C(«dit as a 
yoarly raio % 


Tite dollar amount tho crocJit 
will cost $ 


Tho amount ol the credit pfo- 
vided lo mo or on my behalf. 

$ 


TlYQ amount that wilt bo paid 
alter att payments have boon 
mndo as schodulod 

4 



Repaymeni of lha loao wiH in monthly iiwifliimcnts. on ihe aamo day of each moom. according to tho loltowing schoduto; 

] — payment* of % boginning , : . paymonis of $ * . beginning 

paynionls ot % beginning . „ ; paymonta ot t beginning 

— , — paymonis of J beginning . payment! ol $ beginning 

payinonii of % beginning ^ : paymonia of i beginning , 

— payn>eni» of % beginning payments ol $ , beginning 



and a frnal payment of $ . 



_ doe _ 



Late Charge: It a paymeni (> lata, I will b« cbarged $5 or 5% ol ihe payment, whichever ia less 
Prepayment It I pay off early. I wilt not have 10 pay a penally 

S«9 Ihe lull promrsiory nolo lor additional terms about nonpayment, default, prepaymenl. and prcpaymerrf rotunda and panalliea 



I disbursement of this loan no! mad* on the projected disbunen>enl data, of tf a payment It not made as achodulod {e g , H I make a 
late payment or it i am entitled to a QEFERMCm}, tho lender may adjust the repayment schedule. 

The lender ha* provKfed me wilh a copy of ihi» Promisaofy Note, the receipt of wrhtch J hereby acknowfedge The terms set forth 00 ihe 
reverse side of UUb page ate pari ot this Promissory Note The lorma ol this Promlsso^ Note wUi be interpreted according to the law (20 
use. 107 1 to tOS7'2) and Fedefal regulattons (34 CFR Part 692) that govern the Federal Insured Student Loan Program, i will prontptly 
notify llie holder of this toan. in writing, of any change ot my name or address 



CSlONA^TURE OF BORROWER) (STREET AOOnESS) 



(PATE) CJTY STATE ZIP CODE 

sicc r.nmMja'i^ Rgturn To. Student Loan Consofidation Center. P O Oox 1600. Morilltefd, VA 22116 

SAliiE MAE COPY 




The ieodor and 1 understand thai Iho toUowing terms appty 
io Ihts loan: 



FEDERAL INSURED STUDENT LOAN PROGRAM 



Thii Profn{»9ory Note i» «-/idcrK» ol a Federal Insured Stu- 
<>enl Loan whioi is maOo pursuant to the loon consolidation 
authority , in Section 439(o) oi the Highei Gdiicaiion Aci of 
1965. as amerxJod (20 USC lOG7 -2{o)) 



PREPAYMENT 

i 



I may. at my option and without penally, prepay alt or any 
pan of the prmpipfli or accrued intei'bsl of this loan at any 
lime 



DEFERMENT 



To the extent atitlx>n/ed by Fodortit luw, payments oi pnn 
cipaf will be dofcrrod nftor tlie repayiner»l pcttod hc<j»ns.^ 
provided I comply with the p»oct-dural requir^riTX'nts sui 
forth m sihe Fedorai r^gulaiioits govermny ih« tedijroi In 
surod Student Loon JVogrom (FISLP). in u^o foHowing nr- 
cumstancos 

1 White I am onroIM in- 

A FulMime study nl a school that is purTicipating m 
tha FISLP or « school that is an institution of higher 
education or a vocaltonal school and is operated 
by an agency of the Federal Governmcni. 

B. A O'^^^^'fi fellowship program approved 4)y the 
Secretary o< Education ("ifio Secretary'), or 

C A rehabiItlalK>n IrainirYg program for disabted mdt- 
vtduals approved by the Secretary 

2 For a perKxJ not exceeding ihroo years for each of Itw 
fotiowing while t am - 

A. On active duty in the Armed Forces of the United 
Stales or serving as an officer in tli^ Cofiirnis- 
stoned Corps of tho Public Moaith Service: 

B Serving as a Peace Corps volunteer: 

C Serving as a full-time voluntoer under Ttllo I of fhe 
Domestic VotMOicer Service Act of 1973 (ACTION 
prograrns). 

D In lutl-timo volunldbr aervice for an organization ex- 
empt from income taxation under Section 5pl(c}p) 
of the Internal Flevenuo Code of 1954. which ihe 
Secretary }>as determined rs comparable to UjUw 
sorwe referred to in clauses B arvd C alJovo. or. 

E Temporarily totally disabled, or ur»ble to secure 
em|Sloyment because 1 am providing care required 
by a apoufe who Is so dtiabfad (disability must b« 
eatabHsl>ed by a physician's affidavit ) 

3 For a period not exceeding two years wt^lte I am serv- 
ing in an intemsttip which the Secretary has deler- 
mjned Is nocMsary for me to gain professional roc- 
ognltlon required to begin professional practice or 
Mrvk:e 

A For^a sirtgle period not exceeding one yoar wtiile I am 
conactentiously seeking txrt utuiblo to find full- lime 
emptoyment in the United State*. 



To be granted a doforment. 1 must provMlb (h» Mf>der with 
written evideoce of my eligtt>itity. i must sut)MquenUy notify 
the kHvXK aa soon as the condition for which the deferment 
wa^ granted no longer exists^ 



INTEREST 



I. I will ^ responsible for payment of all the Interest tt>al 
accrues on this loan 

2 TtK) lorvlor may add any iniemst that If not paid wt>en II ' 
is due. and interest payable by me t^•I accnioa during 
authorfzed defermenl periods, to U>f tinpAkl principal 
balance of this loan, in accordanco f^adora) rogu- 
lanons governing il>o FiSLP 



LATE CHAROEf 



If permitted by Slate law. the lender maf colfecl frorp ma a 
late charge II I fail to make^any part of an tnalailmani pay 

moni wilhm to days after it is due. unless I provide docu- 
mentation that I am entitled to have the payment deferr^ 
Hb iiescribed m Hits Promissory No'e A late charge may 
not oxccfld S5 or 5 percont ol an installment, whichever 
amouol i:i less 



DEFAULT 



If t dotautt on this loan, tho lender may declare the entire 
unpaid amount of the loan. Including interaal. immadlalely 
dite and payable A default may also make me Inetiglbla for 
ihf tienefits desc:it>ed under the DEFERMENT section In 
this Promissory Note Under the Federal regulations gov- 
ornmg the FISLP. any of Hio following avanlic^ld b« con- 
sidered a default my failure to make a paymant whan it is 
due or. in certatn«ctrcumstancos. my failure Io notify the 
lender of a change In my name, address, or school enroll- 
ment status. 



DISAWUTY on 0»TH "7 



It I become totally and pormanentty dtaablad or if I die, my 
obttgallon to pay any amOunI owed on this loan wHI be 

cancelled. 



CREDIT BUREAU NOTinCATION 



If f default on this loan, the Secrvtary. using tho following 
pfocodure. may disclose information atxKJt ttw loan to 
credit tairoau organizations after the Secretary has al- 
tompiod to coltect the debt from me If Itte Secretary knows 
my address. tt>e Secretary rnust first notify ttial such 
disclosure will t>e made unless I begin or resutna paymant. 
If I do not begin or resume repaymani within 30 days of 
receipt of this nMc; or eucti longer parted m tha Sacra- 
tary may specify, ^tha Secretary will diacloae information 
about the loan to credit bureau organlxatkKis. tt ttw Secm- 
tary does f>ot kr>ow my address, the 9ecr«4ary mty dltdoae 
intormalion at>out ttw loan to credit bureau ory«nl2|itk)na In 
order Io teem my address. The lendar must proV^cti Infof- 
mallon on ttie napaymenl status of the loan to credit bura*u 
organizations upon my raquaat. 



/ 



51 



YOUR BENEFITS COMPARISON 



T^e chjrl txjiow compared Ihe major benofils you may now havo wllh Ihe benotils you yvill have whon you conSQlidat« 
your ropaymeni loans under Sallie Mae 3 Options program 



(0 

z 
o 

I- 
o. 

o 



BENEFIT 

Pfepaymcni allowod 
Maximum ropaymom term 
Interest rate 



CancotlaMon upon borrower death or 
total disat)>U(y 



OolQrmenl ol principal Payments for 
penods when the borrower rs; 

♦ tn attendance full lime at an — ^ 
approved educational institution V 

• Serving in the Armed Forces. Public 
Health Service Pear© Corps. ViSTA 
Of as a full limo volunlnnr for ccrls|in 
lax-oxempl organizations 

* Serving an internship which is 
roquired to receive proiossional 
recognition and bogin profossiona) 
practice 

♦ Temporarily touily disabled or unable 
lo secure emj5loyment by reason of 
Ihe care required by a spouse who 

is so disabled 

* Seeking bul unable lo obtain 
employment 

Six month grace period after deferment 

.. ^ 

Responsibility lor rnteresl during 
deferment penods listed at>ove and 
applicable grace periods 



Partial or full cancetlalion, over lime, of 
loan tor Public Service as. 

* A full lime teacher in certain public 
or other nonprofit private elcmenlary 
or secondary schools 

• A fult lime staff momt>er in certain 
preschool programs >.. 

* A full lime teacher of handicapped 
children in a public or other nonprofit 
private elementary or secondary 
school 

• A mefnber of the Armed Forces of the 
United Stales for services in an area 
thai quAtifies as an area ol hoslMiUos 



NDSL 

YES 
10 Years 
3%. 4% or 5% 

YES 



YES 



YES 
up to 3 years 



YES 
up lo 2 years 



YES 
up lo 3 years 



No interest accrues 
during Iheso periods. 



GSL 

YES 
10 years 
7% or 9% 

YES 



YES 
up to 3 years 



YES 
up to 2 years 



YES 
up lo 3 years 



YES 
up to 12 mos 



\ 



YES 

YES 
YES 

YES 



YES^ 



Borrower pays, un 
loss the interest on 
Ihe loan was paid by 
the Government white 
ihe borrower was at 
londtng school. 4% 



NO 

NO 
NO 

NO 



OPTIONS 



YES 



20 years O 
7% or 9% O 



YES 



YES 
up lo 3 years 



YES 
up to 2 years 



YES 
up lo 2 y«ars 



YES 
up lo 12 mos 



NO 



Borrower pays 0 



NO 
NO 



Actual maximum term is based upon total loan balance 

If interest rale on GSL loans bemg consolidated ts 7%. the OPTIONS loan will be at 7% 



O Allendance may bo on a hall lime basis bul must be at on msitlullon of higher education 



But only lor loans made before October 1. 1961 
Bul required Interest payments may be deferred and added lo Ihe prmcipal amount of the loan 
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Sallie Mae ^ 
has already helped 
thousands of 
/ student loan 

bonowers 
cut their monthly 
payments by as 
much as half. 



Now let us 
help you. 



ERIC 
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Introducing the Student 
Loan Naiketlng 
Association (Sallie Mae) 
OPTIONS Program 

Remember how happy you felt when your student 
loans came through and eased the worry about 
how to pay for school? Now that youVe graduated 
you may have a new concern — how to fepay your 
student loans. 

Repaying student loans doesn't have to be over- 
whelming, though. With planning and budgeting, 
your payments can be manageable. And the Sallie 
Mae OPTIONS program can help make your loan 
repayment even more affordable. 

How Sallie Mae helps 

In 1972, Congress chartered Sallie Mae to work 
closely with lenders to promote the accessibility of 
student loan credit In 1 981 , we were authorized by 
Federal law to create a program that would make 
repayment easier for student loan borrowers. This 
new service, called options, is another way Sallie 
Mae contributes to the national student loan pro- 
gram. Gnder option^ your existing student loans 
are combined into one new, manageable, easy-to- 
pay loan made under the Federally regulated 
Guaranteed Student Loan Program. When you 
take advantage of options, you help other stu- 
dents who need loans because the options pro- 
gram circulates moneyback to lending institutions 
and schools to help them make new student loans. 



BEST COPY 
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How you benefit 

You keep more money eaich month* 
Borrowers who have taken advantage of the 
OP1IONS program have reduced their monthly 
loan payments by as much as 40 to 50%. This 
chart illustrates the average reduction for borrow- 
ers who have already benefitted from the options 
program. 



Loan 
Category 


Average 

Old 
Payment 


Average 

OPTIOWS 

Payment 


Average 
Monthly 
Reduction 


$5,001- 
$7,500 


$ 9600 


$ 58-00 


$ 3800 


$7,501- 
$11,000 


122.00 


72.00 


50.00 


$11,001- 
$15,999 


166.00 


96.00 


70.00 


$16,000 
or more 


- 2M.00 


123.00 


91.00 



These savings mean increased financial flexibility 
for you and more money to spend on the things 
you need now. 

You pick the terms of your repayment. 
There are three different OPTIONS repayment 
plans to choose from. With each plan you write 
one check, once a month to Sallie Mae. In the next 
few pages, we'll explain each plan, 

Howyou become eligible 

To find out if youVe eligible, first add up the ap- ^ 

proximate amount of money you still owe on your 

GSL. MDSL, pr FISL* loans which are in good 

standing and which you want to combine. Keep in 

mind that you don't have to cbmbine every loan 

you hold. Just as long as the amount adds up to 

more than $7,500, you are eligible for OPTiOhS. 

If the amount a'dds up to more than $5,000, but 

less than $7,500. you are eligible, but only if your 

loans are from more than one lender, progrcim, or ^ 

guarantor. 

*Only Gudrdfiiecd Sludeni Loans (GSL). Malional Diren (Defense; 
SluderU l oans (MDSl ). and T edcraily Insured Sludcnl l oans (RSI ) qualify 
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How the 
program works ^ 

Sallie Mae pays off your existing student loans 
and creates one new loan. If you choose, you can 
have more time to repay this loan than you had 
with your original loans. These additional months 
to repay mean lower monthly payments. 

There are three OPnoMS repayment plans to 
choose from. Your choice should be based on 
how much you can budget each montljyfor your 
loan payment, how long you want to take to repay 
your loan, and your income expectations for the 
future. jf-^^ 
OPTiOH 1: With opnoM 1 , your monthly payment 
amount will be the same for the entire term of 
t the loan. This amount can be considerably less 
than the total amount you are currently paying. 
And you select the payment that best fits your 
budget You1l never pay any more than the 
amount you select So as your income rises, it's 
good to know that your monthly payments won't. 

OPTION 2: With opnorT 2, your payments start 
out low and increase gradually. So if youVe just 
become established in your career,' this may be 
the plan for you. It makes your payments manage- 
able now and still affordable later. And, within 
certain limits, you select how long you want to 
take to repay your loan. As a result, you can 
control your cash flow. 

OPTION 3: With option 3, your monthly pay- 
ments start out low, then increase more rapidly 
than with option 2. So if you expect your earning 
power to rise quickly, you can pay off your loan 
with fewer payments. And like options 1 and 2, 
you can choose, within certain limits, how long 
you want to take to repay your options loan. 
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How to choose 
your OPTIONS 

The chart below helps you approximate your 
monthly payment under each option. These are 
the lowest possible payments for each loan 
amount and they are based on the maximum 
numberof,monthsyou can take to repayyour loan. 

To see how the options program works, find the 
amount closest to what you currently owe. The 
maximum amount of time you can take to repay 
the loan Is listed nextto each option. For option 1, 
the approximate monthly payment throughout the 
life of the loan is listed. For options 2 and 3, where 
payments increase every two years until the loan is 
repaid, the, approximate first, midpoint, and final 
payments are listed. Remember, you can choose 
the OPTION you prefer, and, within certain limits, 
the amount of time to repay the loan. 



Total 




Maxfcmim 








Loan 




Tetm 




Midpoint 


Final 


Amount 




(Iqmonths) 




Payment 


Pajftncnl 


«5.000 


OPTION UUvd) 


120 


*58 


$58 


$58 




OmON2(Gr«Juat«l) 


120 


39 


59 


90 




OPTION 3 (AccAratcd) 


96 


39 


80 


116 


mjooo 


OPTONULevd) 


156 


$98 


$ 98 


$ 98 




OPTION 2 (Graduated) 


156 


70 


105 


156 




0PTX>N3(Accefcfatcd) 


127 


70 


109 


214 


$15,000 


OPTION I (Lcvd) 


192 


$130 


$130 


$130 




OPTX)N 2 (Graduated) 


192 


98 


130 


189 




0PTX)N3(Accdcfeicd) 


161 


98 


152 


236 


t20.000 


OPTION 1 (Uvel) 


240 


$155 


$155 


$155 




OPnON 2 (Graduated) 


'240 


125 


160 


216 




OPTION 3 (Accelerated) 


207 


125 


179 


256 
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How to know options 
is right for you 

• OPTiOMs loans are GSL loans and carry a fixed 
interest rate of 7%. If you hold any loans with 
a lower interest rate, you will still save money 
on your monthly payments with opi lorss. The 
money you save now can offset the increased 
interest rate. 

• With oPTiorss, you don't have to worry about 
any origination fee or any other kind of 
supplementary charge. 

• Only GSU MDSU and FISL are eligible for the 
OP nons program. Regular consumer loans or 
other student loans tite not eligible. 

• You and your spouse cannot combine your 
loans, nor can you combine your loans with 
loans your parents hold, 

• As with other GSL loans, you're entitled to 
deferment rights with oPTiorss. The only differ- 
ence is the way the interest is handled. With 
OPTIOMS. the government does not pay the 
interest during deferment. However, interest 
may be deferred by you and added to the 
principal amount of the loan. 



How to apply 

for OPTIONS 

Now that you know how to lower your monthly 
student loan payments, simply fill out the attached 
envelope. We*ll begin processing your application 
for OP7IOMS right away. If you still have any un- 
answered questions, call our Customer Service 
Center*^! 800-446-4000 toll fr^e. 
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Yes, Vd like to apply for options 



Name_ 



Address . 



City. 



State. 



Social Security Mumber^ 
Daytime Telephone . 
Evening Telephone 



_Zip_ 



Date You Last Attended School (Month/Year). 



I 



i;GPY 



How Did You Find Out About options? 



□ School 
Which one?. 



□ Bank or other financial 
institution ^ 
Which one?.. , . - 



□ Sallie Mae offer ^^ 

□ Guarantee agency 



□ Servicer 

□ Newspaper 

□ Olhertnedia , 

□ Friend/relative ^ 

□ Other 



To avoid processing delays, mail this application as soon as 
possible. 



r 



IS4 
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TOTAL NUMBER OF; 

LOANS^ 
LENDERS- 



Loan Infoimation 



LENDER 


PROGRAM 
(NDSLGSL,ORF1SL) 


AMOUNT NOW OWED 


DATE REPAYMENT BEGANAVILL BEGIN 












; 




\" 








J 

' — ' ' p '■ — ^— fj ^ ■■ — 
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TOTAL OWED^ 



-1^ 



MOISTEN HERE 
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THE OPTIONS SELECTOR 

1 . Seiert the amount nottPost vvtiat you cunnentty 
owe from tho^ Ifetod at the top of me table. 

/ . Z5fantt)e8wrcpriate(X)KxT)nforltw 

payWrtyou*dt)emost(X)mfortabtewfth-*(For. 
the graduiited payment plans— OPTIONS 2 aix) 3 
-the first fHjtKB shovvs your first 24 payments, 
ITie aeoood figure shows your final and highest 
payments. The % cokimn shows how much your 
payments increase every two years.) 

a Look to ihe tefi of the tabiG Id detenmine the 
^^rm of your new toan. 

If tho Mcact anK)um o( your ouWindkig 
not ihom its still easy to caJculate your pay- 
ments. Say you owe ^1 6.762. SulDtract the 
monthly payment for $16.000 from the monthly 
peymenl tor $17.00a Multipfy the difference by 
.752. and tt»n add Itwt amount to ttie monthly 
payment for $18,000. 

N you owe mora Ihin $31,000, you can use tt)e 
additive feature of the selector to estimate your 
payment amount For example, ttw monttily pay- 
ment for a loan of $33,000 for 20 years is $206 
($100 for $16,000 at 20 yrs + $106 for $17.000 at 
20 yrs). No«o: Bo sure to uto me smo OPnON 
and term length tor botti p«rts o( your kwt 

In Ontario U96 the percentlHyure t*«*«r OPnON 2 
andOmON3: 

1 . Multiply your selected payment by that percent. 

2. Add the product to the beginning payment (this 
represents payments 26-48). i 

a To complete yoqr personalized schedule, con- 
tinue computing each 2-year increnwnt as above 
utilizing your last answer as ttie new starting point 

4. Check your wori< by comparing your final 
answer to tt>e final payment listed on Itw selector. 



*Tbe paymoots are •oproxlmatwos based on an tnrmal 
porcflouge rato ol 7%. Yoik actual poymont may dttfor s(»ghtty 
bfisodooyoor balance imd the OPTION you sotocL 



Student Loan Consolidation C4Miter 

RO Box 1600 
Merrifleld,VA22116 
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Mr. Fox. We believe that our program has been workable and 
has been successful and following a very substantial investment in 
this program, we think it's doing what the legislation intended for 
it to do. We would leave to you any policy determinations as to 
how many programs of consolidation you think should be out there 
and we would hope also that tho issues of complexity, consistency 
and the like be dealt with in any changes that you might make. 

One comment that you made, sir, about defaults, 1 would chal- 
lenge. We have had a default rate in the consolidation program of 
something less than 1 percent, after about 18 months of operation" 
of the program, and while we don't believe that the default rate is , 
going to stay that low, we do know that most of the categories of 
students, regardless of the amount of indebtedness that they incur 
have default rates that are substantially higher than that. 

There is no really good evidence as to what default rates are, 
there are definitional changes constantly in this thing, but we do 
that a significant number of students will default. They default at 
the point in time at which they go in repayment, to a greater 
extent than any other time. 

I would believe that this program has shown that there is a sub- 
stantial decrease in defaults through the consolidation program. 1 
would not want to make the claim that it is solely a function of 
consolidation, whether we can quantify it, but when you are look- 
ing at default rates that average between. 10 and 12 percent in gen- 
eral, skewed among different populations to be sure and then see a 
default rate of something less than 1 percent after a conversion 
period, you have to believe that there has been some substantive 
decrease in defaults. 

Again, I wouldn't want to say how much of that comes about be- 
cause of our process. We cannot say what that pool of people might 
have done otherwise, but certainly there has been no experience 
anywhere else to indicate default rates that low and we hope that 
we can maintain that. 

When we created this program, our goal was to provide maxi- 
mum participation from the borrower in selecting payment terms, 
both fixed and graduated, which could be effectively serviced, but 
which did not present the borrower with a bewildering array of de- 
cisions. We believe that we have succeeded in this effort and I have 
appended to the statement that we have given to you all of the dif- 
ferent types of documentation attendant to a loan consolidation. 

You will get to see in that just how complex a pfocess it is and 
this would reinforce your notion that if you do do anything to 
change the program, that you try to put in place certain standards, 
certain similarities of delivery mechanisms to make it easier for 
the students and easier for the people who are participating on the 
other side — the financial aid officers, the banks and the States, 

Just very <iuickly, we have seen the testimony of Dr, Edward El- 
mendorf and also the GAO at your meeting a week or two ago. Our 
recollection was that Dr. Elmendorf made a number of comments 
relative to the kinds of things in the law of a technical nature 
which might allow for certain abuses or for certain costs to the 
Federal Government. 

In 'ictuality, over a period of time, we negotiated with the De- 
pci;t::>ent to put in place an agreement which protected the Gov- 
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ernment as well as protected Sallie Mae in putting this program in 
place so I believe that All of these technical kinds of issues that Dj. 
Elmendorf was raising can "be dealt with between the Departi^ent 
and any others who originate this program. 

I don't believe that anybody who gets into consolidation auto- 
matically has a license to disavow any sections of the statute or 
can cause harm unnecessarily. I don't believe the statute is that 
badly drawn. It is an easy techjnical matter to deal with either leg- 
islatively or dealing on a regulatory basis with the Department. 

The question was raised about the interest rate in this program. 
You may recall that a 7-percent interest rate was mandated in the 
legislation and subsequently the interest rate for students who are 
borrowing in GSLP went to 9. 

We would support and have supported the notion that if a stu- 
dent has originally gotten* his GSL at 7 or at 9 or at 12 or at 14, 
consolidation should be at that level. This, too, can be corrected 
through legislation. It has not cost the Government very much to 
this vpnd because we* haven't consolidated any higher yielding 
loans iffthe 12 or 14 category and very, very few of the 9-percent 
loans have actually come into repayment yet, in such a way that 
they have been eligible for consolidation at 7. 

We would hope, that you would deal with that in this legislation 
and I don't think tjiat that's a major problem for any- party. I don't 
think that would be a disincentive for anybody relative to consoli- 
dation. - 

There are also a couple of questions relative to section 427 of the 
act: It was a specific concern that if we were to make a consolida- 
tion'lpan we had to give the check straight to the student pr the 
graduate and have that individual take the proceeds and pay off 
the existing loans. That would have put twice the funds into the 
hands of the borrower and we didn't think that was appropriate. 

We did work dut something with the Department. They feel they 
stretched the legislation a bit, but they did work it out so that we 
could have coen<forsement to send it straight to the banking insti- 
tution. We didn'fi want to see doubling up of large loans like that. 
That, too, may have to be addressed witfi legislation, but it's a rela- 
tively simple thing— it's a techpical— just to make certain that ob- 
vious problems relative to consolidation aren't managed prejudi- 
cially to the Government. 

.Finally, we have seen Mr. Henig's comments from the General 
Accounting Office. We expect that his full report will be forthcom- 
ing. We have not seen it as yet. It is probably due in the next 2 to 4 
weeks. But we believe that when you get the final report from the 
GAO that it will indicate that loan consolidation is a worthy pro- 
gram that Sallie Mae has administered responsibly and fairly and 
that we have managed it C9nsistent with the original legislation. 

I think it .will, also indicate that there has been no material cost 
to the Government for haying had this particular program in place 
for the last 18 months. It is not as large a program as people might 
have ^mfected it to be. In actuality, something less than 1 percent 
of tfce |*ol)le who are eligible for it actually undertake a program 
of cohsblidation. • 
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It is turning out toH^ what we expected it to be. Those who have 
a need and can utilize to better match their income with their out- 
flow use it. Others just choose not to. 

Finally, as you know, has a sunset on July 31 and because it 
takes 60 to 90 days to consolidate a loan — il's a very complex proc- 
ess — we have begun to notify borrowers that it could conceivably 
be a problem as of that date. We have indicated to people that it's 
our understanding that there is good will toward Ihit program on 
the Hill and it probably will be reauthorized, and that tl^ere could 
be a time gap in there — we hope that there is not — but we asked 
them to continue the applicati&n process, given the complexities of 
it, and we do hope that in your considerations you do choose to re- 
authorize it because we think it has provided modest not necessari- 
ly costly service to student5> and that it has not been abused in any 
way at the expense of the Federal Government, 

Those are my comments, Mr. Chairman,^ 

Mr. Simon. Th*ank you very, very much. Let me also welcome a , 
brandnew member to the subcommittee, Tim Penny from Minneso- 
ta. We are pleased to have you as a member of the subcommittee. 

Mr. Penny. Thank you, Mr. Chairman. 

Mr Simon. 1 was interested in your comment that those who are 
taking advantage of this are people who really are in need. One of 
fears has* been that consolidation, in fact, is going to be an attrac 
tive option for people who really don't have the need^. 

Have you done any intensive study to know that that is the case, 
and let me, just for a moment, be the devil's advocate — if you see 
somebody who has a default, who has problems, doesn't that 
become an unattractive to be providing'consolidatjon Tor? 

Mr Fox. We don't provide co'nsolidation to people who are delin- 
quent or in default. We have decided that somel)ody has to be. .in 
good standing. The reaso;i for that is as much operational as philo- 
sophical because the. process qf curing a default or a deliquency, it 
means an interaction with the guarantor and the like and it could 
well be that at the point in time in which we are sending ^ check, 
a guarantor is sending a check to the lender as well. 

But we feel that if a student can be encouraged to get iheir loans 
into grace, that they catch up on the default then they can be eligi- 
ble for the process. But we have made it a policy decision not to 
consolidate delinquent of defaulted loang. 

Additionally, we have worked out a repayment scnedule with the 
^Department of Education sp that a student can't fal<e"a term and 
then.get maximum term under the consolidation which is 20 years. 
We believe that at certain levels of indebtedness, they should get 
moderate extension; at a hfgher level, eveii more extension as a 
possibility. In that way we have foreclosed tne possibility of egre- 
" gious cost increase to the Government. Somebody with a $5,000 
note can't automatically say, 'T'll pay nothing back fpr^20 years 
and then pay it the 20th year," which would be the maximum cost 
to the Federal Government. . ' 

We* would spread that out and give that person three- options, 
one of which would be no cost increase to the Governiment, which 
is a graduated repayment on such a schedule of graduation that 
the average indebtedness over the tirfieframe is exactly the same as 
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it was before. All it does is must moderate the up front payment. 
So that costs the Government nothing. 

The second one, which is graduated repayment, tries to match 
the income of the student to the payback and, in most cases, that 
stretches out the loan to maybe 13 or 14 years from a 10-year maxi- 
mum before. It's only when you get a very large loan, which is 
probably where your higher incidence of default comes anyway 
that you give the person the opportunity even to get out close to 15 
or 20 years. . 

I don't think y6u are going to find that the cost- is that great on 
the interest benefits under the special allowance. 

Mr. Simon. In terms of costs, what are we talking about? You 
can define them on a per consolidated loan average or however you 
want to define it. What are we talking if we authorize a major pro- 
gram here? 

Mr. Fox. Well, I think you have already authorized it and it 
hasn't proven to be that large in any case. The issue here is if that 
program should be shared or diffused in terms of who offers it^But 
I don't think the program is that much larger we have already de- 
fined because we have had nationwide advertisements, as you 
know, and have sent out publications to millions of eligible people 
a^d we just haven't gotten the kind of response that suggest that 
there are a lot of very heavily indebted students out there who 
want to use this thing. 

But we bear costs certainly as an originator. The cost of out- 
reach, finding the individual, and consolidating. Those .are costs 
borne by Sallie Mae. We get no cost dJIowaAce, we don't charge the 
student an additional insurance premram or anything like that. 

The cost to the government is the fact that you are extending the 
loan and in so doing, you are going to be making interest benefit? 
available, possibly, depending on interest rates, for a longer period 
of time than otherwise might have been the case. 

That might extend the average life of the loan perhaps 30 per- 
cent, depending on the conditions undel* which the student under- 
takes to^ extend. The offset to that is, presumably, a lesser amount 
of operational costs to the different people who are holding those 
four, five or six notes, which only have to service one. Second, to 
the extent that you can reduce' defaults, those defaults occur early 
on in the process, that's on offset to the higher interest costs. 

If you recall, this program was designed in this way to offer con- 
solidation because they couldn't consolidate all of the programs up 
front. It was felt that if you had some kind of a screening device, if 
after the student had graduated, you put in place oertain kinds of 
tests to make .certain that only those who have high indebtedness 
or multiple borrow relationships would only be in the first place, 
which you could limit. Those tests seem to be working. 

I believe that the costs for this are modest. I don't think you are 
going to be able to document those exact costs fof long periods of 
time- — 

Mr. Simon. But can you give us some kind of ball park figure? In 
other words, if we go ahead and say, ''From August 1 on this whole 
program is reauthorized," what kind of terms are we talking in for 
fiscal year 1984? 
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Mr, Fox. Well, the General Accounting Office has indicated that 
for each $100 million of this, based on certain interest rate assump- 
tions and certain default assumjptions, something less than 2 per- 
cent of additional cost would be iidded, /oughly $2 million per $100 
million. That's in their report, I bl^lieve* 

We are not in a position to judge what the Federal cost is going 
to be on this thing. We have not ^^tudied it, but don't find that it 
would bo anything— we don't belie^re it would be materially greater 
than what the General Accounting t)ffice has suggested. 

Mr. Simon. Anc^ then finally— I ^ess really it's a philosophical 
question— there ai-e those who wou^d argue the business of Con- 
gress and this committee, this subcommittee, is to see that students 
get to college. Once they get to college, how they handle their loans 
after that is their business and we shouldn't really be worried 
about that too much. How do you respond to that? 

Mr. Fox. I believe that there has;ibei^n much greater reliance on 
credit the last 5 years than anybody ha^fd expected. I think that you 
•^created a debtor class. You hayfe a gei^fieration of people who 10 
years ago would have seen their education paid by the mon<?ys 
saved by their parents and now we have put the burden on these 
people to get an education, to tap their future earning stream for 
payment of their education. 

To the extent that we can facilitate the repayment without need- 
lessly increasing costs to tfie Federal Government, giving these 
people the opportunity to pay back their loans, I think, is a valua- 
ble kind of an exercise. These kids are mobile, they borrow in a 
number of different places. The programs have changed a number 
of times over the last few years so that they have been required to 
scratch and bite and iry to find debt wherever they could. You 
have made them eligible for NDSL s or health programs, GSL pro- 
grams, you have disenfranchised thom from time to time, and in 
order to get through school, we find that those who have multiple 
borrow relationships, have three or four relationships, three or four 
guarantees or guarantors, in some cases. 

I think that if we can provide a means by which they can facili- 
tate their repayment, we are not givijig particular additional costs 
to the Government and I don't feel we are, and if we can reduce 
the defaults which seems to be a statistic which people seem to 
dwell upon in this country, then We have accomplished something. 
We have done in a way not costing the Government anything, any 
material amount and it's just facilitating. 

The costs of this are borne primarily by the student and by the 
originator/ We do all of the work in iiyijig to locate this person, 
making them aware of the program that is available and its a very 
costly process, much nj^re costly than a normal loan origination. 

The student, frequently, is actually going up to a higher interest 
rate and you are gettiYig your 3 percent money back in your NDSL 
or whatever, whenever on^ of the students chooses to go to a 7-per- 
cent or ail-percent loan. So a student is actually choosing to pay a 
bit more ' interest for the opportunity to -consolidate and better 
manage their financial affairs. 

' I really see nothing wrong with it. I really think it's a very posi- 
tive kind of a program. I really at this point don't see any cost of 
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' any magnitude that should make you squeamish about extending 



Mr. Simon. Mr. Gun'derson. 

Mr. GuNDERSON. Thank you, Mr. Chairman, and thank you, Mr. 
Fo^, for coming before us to discuss one of the more complicated 
programs we deal with in this subcommitee. 

You have said in your statement that if we go to some kind of a 
national program which allows the States and the lenders to be in- 
volved, that you are very concerned it be a uniform program. 

What suggestions would you have in that particular area as to 
how a national uniform should be structured or administered? 

Mr. Fox. Well, certainly to the extent that there are policy 
issues, that would have to come from you, but first, the eligibility 
requirements are set statute— you might want to amplify on some 
of those eligibility statutes. Do you want to limit whether people 
have the opportunity to consolidate if they are delinquent or in de- 
fault. Right now that is just something that we are working 9ut 
and it s not something that is specifically in the statute. 

Do you want to perhaps mandate repayment terms that would 
limit against just offering the program so that everybody could con- 
vert to a 20-year loan and get the maximum Government subsidy, 
whether it s needed or not. We have put in place, in consultation 
with the Department, a schedule that limits the amount ex^tensions 
somebody could get based on their loan size. That extension is 
where the cost comes in, because each additional year that loan is 
on the books, the Government may have to pay an interest benefit 
on it. 

So certain rules relative to how much extension you can give, the 
eligibility requirements of it— you may wish to look at things 
like— since these students have loans from more than one guaran- 
tor, in many cases, who would be the vehicle of choice to offer the 
consolidation? 

It goes on and on. But these are things that either have to be 
dealt with through regulation or through specifistic law, but which 
make it very clear that this not a program lo be abused and to 
offer maximum benefit to anybody that desires it, that it be po- 
liceable, that there be reporting requirements, because the Depart- 
ment of Education needs data coming from the originators so that 
they have an idea of what the old loans, where thev came from and 
the like, because they have a lot of requirenqients that require anal- 
ysis. 

So solid reporting, origination practices, limitations of costs 
through certain devices, certain rules relative to eligibility, certain 
rules relative to perhaps making fees available to people who are 
not going out and competing and trying to throw money at institu- 
tions for converting qr whatever— something that gives some aura 
of consistency, both {rbm the Governments point of view, from cost 
and from the operational natiire of the program. 

Mr. GuNDERSON. Do you personally have any feelings as to 
whether or not we should extend loan consolidation to the States? 

Mr. Fox. I have reported to you that if it's a policy issue that we 
are not going to argue against it. We have said that monopoly is 
somethmg that is difficult to defend and we would try to defend 
against monopoly at this time. 
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IVf GuNDERSON. Someone suggested that the present loan con- 
solidation program is one that s very cost effective, no cost at all to 
the Federal Governnient. They are not sure that that would 
happen if we extended the authority. I guess that is one of the big 
areas of controversy, as to whether or not we would then get into 
some kind of cost to the Federal Government. 

What is your analysis? Do you think if we extend loan consolida- 
tion to the States or lenders that there will be a cost incurred to 
the Federal Government?, 

Mr. Fox. I don't think that there is any doubt that there is ade- 
quate capital available foi^ this program, but I don't think that is 
the issue. The issue is that there are a number of institutions that 
have been created to provide service in their geographic district 
and they want to be able to offer full service and feel that they 
should have the opportunity to provide that service in their juris- 
diction. , ^ * 

C can't argue t!hat. I think that the costs that you have to deal 
with are administrative coste^ to the Federal Government, certain 
redundancies that might come about iri terms of cost of putting 
these programs in place. We ar^ not talkmg about a very large pro- 
gram here. People keep thinking that we are talking about a multi- 
billion dollar thing and it just hasn't happened, and I don't think 
that we have found a single State where there's any very large 
- ' amount of these loans proportionate to their pool. 

But there are going to be costs of administration at the local 
level to do it right, the cost of r^fiorting, which are redundant. I 
think you are going to find that there are administrative costs and 
regulatory costs to the Federal Government and certainly there is 
the cpst associated with the revenue. What those amounts are are 
being analyzed by others and I would look to the Department of 
Education to tell you what they think the administrative coste 
would be. 

I have no doubt that the States, or any others for that matter, if 
they so desired, could put this program in place— I don't believe 
they have got it yet— but they could put it in place and it would be 
a fine type of program. 

But I think there are costs. I think you have already decided in 
the past that those costs would not inhibit you from other pro- 
grams. 

Mr. GuNDERSON. Finally, do you project any need in the near 
future to raise the interest rate on consolidated loans? 

Mr. Fox. I think that there are a number of students who will be 
coming into the progress in the next, few months, let alone the 
next few years, whose borrowing has been at 9 percent. It would be 
inappropriate for those to get an additional subsidy, which would ' 
be mandated under the existing programs. 

We created a program with a 7-percent interest rate and fhe 
same legislation created a new type of borrower at a new rate and 
I don't believe it was intentional. There has been some speculation 
that the 7-percent rate was meant to Tt>e an inducement for some ^ 
low consolidate. I don't believe that was the intent at all. It was to 
give people an opportunity to manage their affairs and not to give 
them additional subsidy. ^ 



You also have the possibility of other rates associated with 
parent loans, last loans, the like, and I think that anybody who's 
borrowed should have a refinancing fairly at the terms at which 
they originally borrowed. This is an accommodation. It's not a sub- 
sidy program. And I would be strongly in favor of reworking the 
legislation in that way. 

Mr, GuNDERSON, In the absence of the Chair, he has asked that I 
continue the hearing, and we'll do so by calling Mr, Penny. 

Mr, Penny. I have no questions. 

Mr. GuNDERSON. Mr. Packard. 

Mr. Packard. Thank you, Mr, Chairman. 

I appreciate the testimony of Mn Fox. Following up on the ques- 
tion regarding interest, would it be feasible to consider tying that 
with the prime rate, like many of our current lending institutions 
are with regular conventional financing? 

Mr. Fox. Well, prime rate is a curious phenomena. Very few 
people seem to be borrowing at prime anymore. It seems to be 
more of a memo figure from the banking system to give an indica- 
tion more of direction of rates more than anything else. We have 
found over the last few years in trying to find ways ip which we 
might tie the student loan to some kind of a rate, that—^ 

Mr, Packard, By that I meant a variable rate, then rather than 
tying it directly to prime rate. Some formula that would give it a 
variable rate that would relate to the fluctuations of a true interest 
rate. 

Mr, Fox, We have found that relating the student loan^to the 
cost of funds of the institutions was better than trying to relate it 
to prime which is with their lending rate. Last year alone, for ex- 
ample, we have seen— for the last 2 years we have seen prime any- 
where from 10 to about 22 percent. 

When currently prime is 10 Va, I think a student Iqan is yielding 
somewhere around 12V2 today. When prime was at 22V2 a student 
loan was yielding around 17, significantly below the prime rate^ We 
have found that there^ would be less ^volatility in the rate with the 
T-bill as opposed to prime and sinc^ what we ajPe ^trying to do is 
insure that those who lend in this program ^rM^orrow their funds 
in the short-term environment, have som^kiftQ^of a yield on their 
loans that moves pretty much with thei/ cost ^fundsAand that 
was best done if you tied it to the Treasury bilji plug/somte kind of 



an increment. It's also^^i number that is created eveW week 
^. through an actual auction rather than beind $ome memq figure 
that the bank posts 'arbitrarily. T i 

It is something which is dependable, somethii^g on which the 
banking has come to.depend upon in terms of the yield ip this pro^ 
gram. This program does not* yield .anywhere near as muCh as tra- 
ditional consumer loans, but it is more predictk^)le^ which is very 
^ useful to lenders. . \ ' 

Mr. Packard, Generally speaking, does the \ banking industry 
seek out these kinds of loans or are they , doing them to accommo- 
date and serve need? \ 

Mr. Fox, Well, you know, I think we have gor^e through a very 
dramatic chahgb. Congressman; 10 or 15 years ago when the prp- 
gr^ was a more Embryonic stage, 'yields were lowpf, chijinges were 
sometimes relatively thoughtless relative to operations and the 



like. Banks were doing this as a lost lender and because the Ameri- 
can Banking Association and others said, 'This is something that is 
appropriate foP? you to do/' Lending was very modest. There was 
not access and I can tell you that most banks lost money on this 
thing and werejdoing it as a public service. 

But over the years there has been much more concern about the 
operational aspects of the program and the legislation that comes 
out of here. The loan has been indexed in a way that at least gives 
some assurance that thev are not going to be whipsawgd if the in- 
terest rates move up or down because you know in the old days the 
rate was set quarterly by a committee; there was no formula. 

So by having indexed the instrument, by having jnore attention 
to detail, by having the* program decentralized to the States and 
getting closer surveillance and management of the program on a 
State-by State basis, improving the timeliness of payments from 
the Federal Government by putting the penalty burden on the Gov- 
ernment if they didn't pay on time — all of these things have made 
lenders much more willing to participate in the program. 

What has also happened is now you have a number of institu- 
tions who are willing to make loans on a nationwide basis. There is 
no shortage of private capital in support of this program right"fibw, 
which is a marked change from just 5 or so years ago. 

The gentleman who is going to test ifjo after me represents one 
such institution where there is a willingness to make loans of last 
resort around the country. This becomes a part of their strategy for 
interstate banking to try to get clients all over the country. So it 
works, 

Mr, Packard. Veryvgood. Do you see any group of people, minori- 
ties or poor [)eoplG or any specific groups of people, that are not 
being served by this procedure? Is it available to everyoiie and does 
it really serve the total needs that are out there? 

Mr, Fox., There was a provision in my Jaw that said that we 
could not deal with anybody who denied acCQSS to a loan for rea- 
sons of race, sex, religion, and the other EEOC kinds of thingp. It 
also said that you could not do business with Sallie Mae if you re- 
quired a prior business relationship with the institution. 

We are pleased that we have been a part of a process over the 
past 10 years where banks have stopped that kind of provision in 
most parts of the country and we think that it was our legislation 
that germinated here, which, to a great extent, pushed that, 

Thera^may be isolated pockets where small groups don't get 
access tcr the program, but if they can be identified, we believe that 
there are others who will make loans available to them. We hear 
very infrequently, of people who claim that they don't have access, 
' Wc did hear a week or two ago testimony from former Under 
Secretary Clohan that prospective small borrowers, those who 
borrow very small amounts, have difficulties getting loans. That, I 
belieye, is a cost problem associated with the banking industry 
today which is passing through the costs associated with high yield- 
ing deposits, in terms charging for service and small loans just 
don't pay the freight. For us, the high cost of servicing for small 
loans doesn't pay the freight. 

So if anybody is being disenfranchised, it would seem to be the 
very small prospective borrower, who may not have to borrow at 
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all. I think that the last hearing suggested that reauthorization 
deal with that and I know there are groups of people now, based on 
that hearing, that are trying to address that issue. 
Mr. Packard. Thank you. 

Mr. GuNDERSON. Are there any other questions? 
[No response.] 

Mr. GuNDERSON. If not, thank you again very much, Mr. Fox, for 
your testimony and for your cooperation. All of us, I suspect/ will 
be talking to you again either informally or formally before we 
complete this process. 

With that, we call our next witness, which is Stephen Biklen, 
vice president. Citibank. 

[Prepared statement of Stephen Biklen follows:] 

Prepared STATKMK^r^ of Steve Biklen on Behalf of the AMfeuiCAN Bankers 

Association 

Mr. Chairman and Members of the Subcommittee I am Stev^ Biklen, Vice Presi- 
dent in charge of Citicorp's student loan business and repersent the American 
Bankers Association. 

Our Association's membership includes more than 90 percent of the nation's full 
service banks. While our members range in size from the smallest to the largest 
banks, approximately 1)0 percent of them have less than $100 million in assets, 

I am pieced to be here today to discuss the United States General Accounting 
Office Report on the Student Loan Marketing Association s (Sal lie Mae's) loan con- 
solidation program. The extension of the consolidation program is of interest to 
lenders with respect to the cost impact it may have on the guaranteed student loan 
program and the effect it may have on lenders to the extent that they are not able 
to offer loan consolidation if they w^ish. The ABA believes strongly that the ability 
of lenders to offer loan consolidations would greatly simplify administration of the 
program, particularly in those situations where all of the loans to be consolidated 
are held by one lender. 

The American Bankers Association has been asked to comment specifically on the 
May 25, 1983, report of the GAO, and as such our comments will primarily address 
points relating to private lenders. 

As noted on pages 1 and 2 of the GAO report, Sallie Mae has an exchjoivp fran- 
chise to provide consolidated loans to student borrowers. This places private lenders, 
who intend to hold student loans during the repayment period, at a serious competi- 
tive disadvantage. For example, Sallie Mae can purchase the more .profitable higher 
balance loans while private lenders cannot compete on an equal basis. 

Page 2 of the report notes that as of December 31, 1982, Sallie Mae had consoli- 
dated 10,648 loans totaling $66.9MM from 5,473 borrowers. It would be useful to 
know the breakdown of these consolidated loans in the following ways: Number of 
loans from the same lender, same guarantor, number of loans from same lender, 
different guarantors, number of loans from different lenders, different guarantors. 

We believe that such information might substantiate the need for private lender 
participation in the consolidation program, 

As a point for clarification pages 2 and 3 compare the monthly payments for con- 
solidated loans versus nonconsolidated loans. The report notes that a borrower with 
n on consolidated loans would pay $166 per month for 10 years while the borrower 
with a comparable consolidated loan would pay $96 for 16 years. These numbers 
appear inconsistent because the total payments of the consolidated loans would be 
less than the unconsolidated loan as follows: . 



Unconsolidated: 

Monthly -payment (multiplied) $166 

Number of years (multiplied) 10 

Months (multiplied) 12 



Total payments $19,920 



Consolidated: 

Monthly payments (multiplied) $96 

Number of yeai;^ (multiplied) /. ^ 16 
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Months (multiplied) 



12 



Total payments 



$18,432 



Logic would dictiite tliat the toUil of the payments over 16 years should be greater 
than the total of the payments over 10 years. This point should l>e clarified. 

Another p^^int to be made is tJiat while the consolidation progiam will reduce a 
borrower's monthly payments, the U)Uil to be paid back by the borrower will be sub- 
stantially increased This is demonstrated by the following schedule. 

Fmance charge at 7 percent for $7,500 borrowed for the term indicaUKl; 



P^e^J notes that Sallie Mae estimates that the consolidation program will cost 
the Federal government an additional $2 million for every $100 miliion of loans con 
sohdated. Assuming that the consolidation rate remains at 7 pjercent, we would 
expect that the cost to the federal government will increase over time, simply b<> 
cause the larger portion of the loans being corisolidat^nl will carry a 9 percent inter- 
est rate and, therefore, the cost of the special allowance will increase when the rate 
18 reduced to 7 {>erceiit. Therefore*, we recommend that the Congress consider in- 
creiismg the 7 t>er(,ent rate in order to reduce the cost of the program to the federal 
government. 

The bottom of page 3 notes that Sallie Mao used a conservative 2 percent default 
rate in its assumptions for consolidated loans. Based upon input from state guaran- 
tee agencies, it is our undersUmding that (^ver 50 percent of total defaults result 
from first time payment defaults. Addit ionally, the consolidation program app<^als to 
those borrowers who are most interested in repaying their loans Based ufwn these 
undi^rlying ussnmptions we dgree that a two j>ercent default rate looks conservative. 
This IS fiirth(»r supportxHl by the narrative on page 4 of the GAG report which notes 
ihxit the annual default rate for the guaranteed student loan program is 10 percent. 
Here again we understand that over half of this rate is due U) firt-time payment 
defaiiRs. r p 



The ABA agrees with the Department of Education that the consolidation default 
rate cannot be compared to the normal guaranteed student loan default rate or 
NDSL default raU^ It would be very meaningful, however, to understand what the 
average st-age of repayment was for those loans that Sallie Mae has consolidated to 
date, and compare that to the default rate for GSL loans at the same stivge of repay- 
ment K such information can be obtained, an accurate assessment of the impact of 
the consolidation program on default rates could be made. 

F^age 5 of the refK)rt begins a discussion of the various program alternatives as 
seen by the GAG, We would like to comment on these alternatives as follows: 

Extending locin consolidation authority to State programs 

The GAG considered extending the consolidation program to statt^s but did not 
consider extending it to private lenders operating in. the ^uarant^^d student loan 
program. The ABA supjwrts extension of the authority to make consolidation loans 
to all private lenders in the guaranteed student loan program. These private lenders 
are making student loans today and many of them hold the loans as they move 
from the in-school phase into repayment. If a student has more than one loan, the 
lender normally consolidates those loans into one loan for the repayment period. 
Thus, lenders have experience in this consolidation process. Additionally, the ABA 
favors lender particpation in the consolidation program, particularly in the instance 
where the loans being consolidated are held by one lender, or by two lenders under 
the same guarantee program. The administrative process of consolidating the loans 
would be greatly simplined, becasue there would be fewer parties involved. It would 
not be necessary to call upon another party such as Sallie Mae or the State second- 
ary market to become involved in the transaction. The concent of having lenders 
particpate in the consolidatioin program is further supported by Sallie Mae's find- 
mg (noted on page 12) that 93 percent of loans consolidated were under the GSL 
program. 

Pages U] and 11 of the GAG report discuss issues relative^to the administrative 
cost allowance [ACA] and insurance premiums. Allowing private lendei*s to offer the 
consolidation product would contribute to the resolution of these issues and would 
probably result in reduced cost to the federal government. We would recommend 
the following: 

Same lender, same guarantor— Lender would consolidate the loans using the same 
guarantee. There would be no need for the ACA or insurance^ 



10 years 
lf> years 



$2,950 
4,634 
6,455 



20 years 
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Same lender, different guarantor.— The loans could be insured directly by the De- 
partment of Education as Sallie Mae does now, or a guarantor could opt to insure 
^he total consolidated loan with iiio ACA or additional insurance. 

Different lender, different guarantor, --TheBe loans could be consolidated by the 
lender and insured directly by the Department of Education as Sallie Mae does now. 
There would be no need for ACA or additional insurance. 

Averaging interest rates 

We a^ee with the conclusion of Sallie Mae and most state programs that the ca- 
pability to determine the consolidated loan interest rates on an average or weighted 
basis could be implemented, but that this process would cause severe administrative 
problems with the special allowance billing. To alleviate this situation, the ABA rec- 
ommends that either one rate, say 8 percent or 9 percent be used, or that the bor- 
rower's GSL rate be the determinant of the consolidated rate. For example a bor- 
rower with a 7 percent GSL would obtain a 7 percent consolidated rate, A 9 percent 
borrower would obtain a 9 percent consolidated rate. Implementation of either of 
the recommendations would reduce the cost of additional special allowance to the 
government. y 

Revising qualifying loan amounts 

Here again the AJBA recommends simplicity and perhaps raising minimum quali- 
fying amounts and limiting the repayment terms to help hold down the cost to the 
government. Rather than using many different repayment schedules, we recom- 
mend a simple table of options such as the following: 

Maximum 

Consolidated loan amount: (Yearv> 

Over $7 ,500 10 

Over $10,000 12 

Over $15,000 15 

Page 15 of the GAG report discusses situations where the borrower may not qual- 
ify for consolidation, but may have several loans and, therefore, be paying several 
niinimum payments. The concept of allowing lenders to participate in the consolida- 
tion program would help alleviate this situation particularly where the loans in- 
volved were guaranteed student loans. The lender could simply consolidate the bor- 
rower's loans at the original rate of the loans, which would have to be either 7 or 9 
percent, and . keep* Ihg repayment terms to a maximum of 10 years. This would 
reduce the borrower's monthly payments because the effect of applying the mini- 
mum loan payment to several loans is eliminated. 

As a point for clarification page 14 notes that lenders would usu^l^ require at 
least the $50 minimum monthly payment for GSL's due to loan servicing costs. It 
should be noted that the minimum $50 payment is not subject to lender option but 
is required by law. 

Eliminating the special allowance on consolidation loans 

The ABA agrees that the special allowance on the NDSL portion of the loans 
should not be eliminated. Elimination of the special allowance for NDSL loans 
would give little incentive for anyone to consolidate those loans. Additionally, NDSL 
loans comprise only 7 percent of the total loans being consolidated and therefore, 
would have a relatively small impact on the total cost of the program. 

Summary 

In summary, the ABA strongly recommends that private lenders be allowed to 
participate in the consolidation programs. They are an integral part of the guaran- 
teed student loan program, and they have experience in consolidating loans today. 
Inclusion of private lenders would greatly simolify the consolidation process by 
eliminating the need for another party, such as Sallie Mae or a state agency, to get 
involved in administratively processing the loans. 

Second, the ABA strongly recommends that the consolidation program be kept as 
simple as ^^ible. The rate structure shotdd be simplified and use of a higher rate 
than 7 P^^jnt would help defray the cost of the program. The repayment terms 
should be Wpt to a minimum of 3 or 4 options rather than a slimng scale. This 
would greatly simplify the administration of the program and result in a better un- 
derstanding of it by those who benefit from it most, the. borrowers. 

Thank you very much for the opportunity to comment on the consolidation pro- 
gram at this hearing. If you have any questions, I would be more than happy to 
answer them. 
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STATEMENT OF STEPHEN €. BIKLEN, VICE PRESIDENT, 
CITIBANK (NEW YORK STATE), N.A. 

Mr. BiKiJEN, Mr. Chairman, members of the subcommittee, I am 
Steve Biklen, vice president in charge of Citicorp s student loan 
business and represent 'the American Bankers Association, 

Our association s membership includes more than 90 percent of 
the Nation s full service banks. While our members range in size 
from the smallest to the largest banks, approximately 90 percent of 
them have less than $100 million in assets. 

I am pleased to be here today to discuss the U.S. General Ac- . 
counting Office report on the Student Loan Marketing Associa- 
tion's [Sallie Maes] loan consolidation program. The extension of 
the consolidation program is of interest to lenders with respect to 
the cost impact it may have on the guaranteed student loan pro- 
gram and the effect it may have on lenders to the extent that they 
are not able to offer Joan consolidation if they wish. 

Tht> ABA believes strongly that the ability of lenders to offer 
loan consolidations would greatly simplify administration of the 
program, particularly in those situations where all of the loans to 
be consolidated are held by one lender. 

The ABA hcis been asked to comment specifically on the May 25, 
1983, report of the GAO, and as such, our comments will prim^irily 
address point.s relating to private lenders. As noted on pages 1 and 
2 of the GAO report, Sallie Mae has an exclusive franchise to prtK; 
vide consolidated loans to student borrowers. This places private\ 
lenders who intend to hold student loans during the retainment \ 
period at a serious competitive disadvantage. X 

For example, Sallie Mae- can purchase the more profitable, ^ 
higher balanced loans while private lenders cannot compete on an 
equal basis. 

Page 2 of the report notes that as of December 1982, Sallie Mae 
had consolidated 10,048 loans totaling $GG,9 million from over 5,000 
borrowers. It would be useful to know the breakdown of these con- 
solidated loans in the following ways: The number of loans from 
the same lender and the same guarantor; the number of loans from 
the same lender, different guarantor; the number of loans from dif- 
ferent lenders and different guarantors. 

We believe that that information might substantiate the need for 
private lender participation in the consolidation program. 

There were two other points^or clarification in the report. One 
dealt with a schedule in there that indicated that a borrower with 
nonconsolidated loans would pay $166 per month for 10 years while 
the borrower with a comparable consolidated loan would pay $96 
for 16 years. Those numbers appeared inconsistent to us in the 
sense that the total payment to the consolidated loans would be 
less than the unconsolidated loan as follows: The unconsolidated 
loan amount to total payments of $19,^20 over the 10-year pQriod 
whereas the consolidated loan amounted to $18,432. 

Logic would dictate the total of the payments over the 16 years 
would be greater than the total of payments over the 10 years. We 
think that point should be clarified. 

Another point to be made that was not brought out in the report 
is that while a consolidation program would reduce the borrower s 
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monthly payments, the total to be paid back by the borrower will 
be substantially increased so that if you have a 7-percent loan of 
$7,500 the finance charge over 10 years, would be $2,950 and over 
the 10-year period it ^yould be over $6,000. 

Page 3 notes that Sallie Mae estimates the consolidation pro- 
gram would cost the Federal Government an additional $2 million 
for every $100 million of loans consolidated. Assuming that the 
consolidation rate remains at 7 percent, we would expect that the 
cost to the Federal Government will increase over time, simply be- 
cause you will have more of the 9-percent loans going into consoli- 
dation. Therefore, we recommend that the Congress consider in- 
creasing the 7-percent rate in order to reduce the cost of the pro- 
gram to the Federal Government. 

The bottom of page 3 notes that Sallie Mae used a conservative 
2-percent default rate in its assumptions for consolidated loans. 
Based upon input from State guarantee agencies, it is our under- 
standing that over 50 percent of total defaults result from first- 
time payment defaults. Additionally, the consolidation program ap- 
peals to those borrowers who are most interested in repaying their 
loans. ^ 

Based upon these underlying assumptions, we agree that a 2-per- 
cent default rate looks conservative. This is further supported by 
the narrative on page 4 of the report, which notes that the annual 
default for the guaranteed student loan program is 10 percent. 
Here again we understand that over half of this rate is due to first- 
time payment defaults. 

The ABA agrees with the Department of Education that the con- 
solidation default rate cannot be compared to the normal guaran- 
teed student loan default rate or the NDSL default rate. It would 
be very meaningful, however, to understand what the average 
stage of repayment was for those loans that Sallie Mae has consoli- 
dated to date, and then compare that to the default rate for GSL 
loans at the same stage of repayment. If such information can be 
obtained, an accurate assessment of the impact of the consolidation 
program on default rates could be made. 

The report begins a discussion of various program.alternatives as 
seen by the GAO. We would like to comment on thl^e alternatives 
as follows: 

The first alternative was extending loan consolidation authority 
to State /programs. The GAO considered extending the consolida- 
tion pro-am to States but did not consider extending it to lenders. 
The ABA support extension of the authority io make consolidation 
loans to all private lenders in the program. These private lenders 
are making student loans today and many of them hold the loans 
as they move from in-school into repayment. 

If a student has more than one loan, the lender normally consoli- 
dates those loans into one loan for the repa3nment period. In this 
way, lenders have experience in the consolidation process today. 
Additionally, the ABA favors lenc^r participation in the consolida- 
tion program, particularly in the instance where the loans being 
consolidated are held by one lender or by two lenders under the 
same guarantee program. 

The administrative process of consolidating the loans would be 
greatly simplified because there would be fewer parties involved. It 
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would not be necessary to call upon another party such as Sallie 
Mae or the State secoiylary market to become involved in the 
transaction. 

The concept of having lenders participate in the consolidation 
program is further supported by Sallie Mae's finding that 93 per- 
cent of loans consolidated to date were under the GSL program. 

Pages 10 and 11 of the GAO report discuss issues relative to the 
administrative cost allowance, the ACA, and insurance ^o^emiums. 
Allowing private lenders to offer the same consolidation product 
would cohtribute to the resolution of these issues and would prob- 
ably result in reduced costs to the Federal Government. 

We would recommend the following in the situation with the 
same lender, same guarantor. The loans would simply be consoli- 
dated. There would be no need for ACA or insurance. 

In the situation of thp same lender, different guarantor, the 
loans couldjbe insured directly by the Department of Education as 
is done now with Sallie M^e, or a guarantor could opt to insure the 
total consolidated loan with no ACA or additional insurance. 

In a situation of different lenders, different guarantors, those 
loans could also be consolidated by the lender and insured by the 
Department and there would be no need for ACA or additional in- 
surance. 

On the issue of averaging interest rates, we agree with the con- 
clusion of Sallie Mae and most State programs that the capability 
to determine the consolidated loan interest rates on an average or 
weighted basis could be implemented, but that this process would 
cause severe administrative problems with respect to the special al- 
lowance billing- ' . ' 

To alleviate this situation, the ABA recommends that either one 
rate, say 8 percent or 9 percent be used, or that the borro)ver's GSL 
rate be the determinant of the consolidated rate. 

For example, a borrower with a 7-percent GSL would obtain ^a - 
T-percent consolidated rate. A 9-percent borrower'^would obtain a 
9-percent consolidated rate. Implementation of either of those recom- 
mendations would reduce the cost of additional special allowance to 
the Govern mjnt. 

In terms of/revising the qualifying loan amounts, here again, the 
ABA recommends simplicity and perhaps raising minimum qualify- 
ing amounts 'and limiting the repayment terms to hold down the 
cost to the Government. Rather than using many different^-^epay- 
ment schedules, we would recommend a simple table such asT^ver 
$7,500, the maximum maturity might be 10 years. Over $10,000, 12 
years and over $15,000, 15 years. 

Page 15 of the GAO report discusses situations where the bor- 
rower may 4iot qualify for consolidation, but may have several 
loans and, therefore, be paying several minimum payments. The 
concept of allowing lenders t6 participate in the consolidation pro- 
gram would help alleviate this situation, particularly where the 
loans involved were guaranteed student loans. The lender could 
simply- consolic^ate the borrowers loans -at the original rate of the 
loans, which would either be 7 o^ 9 percent, and keep the repay- 
ment terms to a maximum of 10 years. This would reduce the Dor- 
rower's monthly payments .because the effect of applying a mini- 
mum loan payment to several different loans would be eliminated. 
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As a point of clarification page 14 notes that lenderifi would u«u- 
^ally require at least the $50 minimum monthly payment for USVs 
due to loan servicing costs. It should be noted that the minimum . 
$50' payment is not subject to lender option, but is required by law. 

^On t^je subject of eliminating the special allowance on co*f!5fTIida- 
tiori loans, the ABA would agree that the special ailowanc\ on the 
NDSL portion of the loans should not be eliminated. KliminAtion of 
the special allowance for NDSL Idans would give little incentive for 
anyone to consolidate those loafns and, additidTially, the ND^L 
loans comprise only 7 percent oT the total loans being consolidated 
and therefore, would have a relatively s>nall impact on the total 
cost of the program. 

In summary, the ABA strongly recommend^hat 'private lenders 
be allowed to participate in the' consolidatiofi programs. They are 
an integral part of the guaranteed student loan program, and they 
' have experience in consolidating loans toc^iy. Inclusion of private 
lender^ would greatly simplify the consolidation process by elimi- 
nating the need for another party, such as Sallie Mae, or a State 
agency, to get involved in administratively processing the loan$. 

Second, the ABA strongly recommends that the consolidation 
program be kept as simple as possible. The rate structure should be 
simplified -and use of a higher rate than 7 percent would help 
defray the cost of the program. Repayment terms should be kept to 
a minimum of three or four options rather than a sliding scale. 
This would greatly simplify the administration of the program and 
result in a better understanding of it by those who benefit from it 
most, the borrowers. 

Thank you very much for the opportunity to participate in this 
hearing. F would glad to answer any questions you might have. 

Mr. GuND^iRSON. Thank you for your testimony. 

The chairman df the committee said at 4his point in time we 
would insert in the record a letter from you and the chairman's 
reply. I think it wai^^dated May l(L.<rhd without objection that will 
be inserted in the record. X j 

With that, we call on Mr. PennyT^ . . 

Mr. Penny. Maybe you don't have this information. I am curious 
to find out the relationship between private lenders and State lend- 
ers in the student loan field and approximately how much of the 
need is being met by private financial institutions. 

Mr. BiKLEN. I don't have the numbers available, but I think basi- 
cally the relationship is such that in a number of States, private 
lenders provide {he capital needed to meet the demand for student 
loans. 

In a number of other States, that capital has not been adequate 
and we have seen the State bonding authorities fulfill that need in 
a sense that they come in as a secondary market, buy the loans 
from the originating lender and then the lender in turn would be 
free ^d would have capital free up to make additional loans. 

I don't have access to the numbers involved at this point. 

Mr. Penny. Could you run through again for me the approach 
you would like to see applied for determining an interest rate on a 
consolidated loan? ^ 

Mr. BiKLEN. We have one of two recommendations. One would be' 
simply changing the consolidation rate from 7 percent to a higher 
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rate, say « percent or 9 percent, and that woulfl help to reduce -the 
additional cost or special allowance to the Federal Government. ' 

An alternat^ive would be to tie the consolidation rate to the rate 

u- u guaranteed student loajji that it was being consolidated with, 
which would either be 7 percent or 9 percent and that would avoid 
the situation where you would be taking a 9-percent loan down to 7 
percent and then causing the special allowance payments to in- 
crease over timo. 

Mr. Penny. So the second recommendation is just to leave it at 
the level of the GSL instead of averaging it perhaps with other 
loans that might 

Mr BiKijiN. Well, right now all loans that are consolidated 
would go into one loan that would carry at 7 percent. We would 
recommend that instead of doing that, if they had a 9-percent GSL 
they would consolidate it at 9 percent. 

^ Mr. Penny. They do that at 9 percent. I have no further ques- 
tions. 

Mr. Gundekson. Mr. Blakey, the majority counsel. 

Mr. Blakey. You mentioned in your testimony, Mr. Biklen, I 
think on page 5, that some private lenders already are consolidat- 
ing loans. My question is, are they simply consolidating in a more 
practical sense, that is, putting^the loans together, or are they, in 
fact, initiating a complete new instrument? 

Mr. Biklen. Well, in the sense that loans are already on the 
books of the lender, they are putting those together, but they are 
putting them into a new ifistrumeiitt that results in one loan which 
^ now has a repayment schedule that has to be negotiated with the 
borrower. 

Mr. Bi^KEY. Have you estimated at all how much it would cost, 
tor example. Citibank, to implement a consolidation program along 
lines similar to the one that Sallie Mae is how pursuing? 

Mr. Bikij:n. No, I have not. There wouM be some additional cost 
involved, obviously, but we have not estimated what that cost 
would be. 

Mr. BiJ^KEY. And finally, your testimony is directed almost exclu- 
sively to the guaranteed student loan prograt^. Under present law, 
both national direct student loans as well as HEAL loans also can 
be consolidated, although no HEAL loans are being consolidated. 
Would you have any difficulty, if, in addjtion to the current GSL 

, loans, also national directf student loans and auxiliary loans that 
were made to graduate or undergraduate students as opposed to 
parents were also included in consolidation. 
Mr. BucLEN. Ldon't have any difficulty with that. 

^ Mr. Blakey. Thank you. 

Mr. GUNDERSON. Sure. Mr. Biklen, as I listened to your testimo- 
ny and as I read it over, correct me if I am wrong, do you seem to 
suggest that we could, if we' extended consolidation authority to 
lenders, use you in lieu of Sallie Mae and, in essence, replace Sallie 
Mae^ 

Mr. Biklen. No. ^ 

Mr. GuNDERSON. Or do you see a roje for Sallie Mae even with 
the consolidation authority? 

Mr. Biklen. Yes. I am not suggesting that they would replace 
Salhe Mae or the States. I am just suggesting that they would be 
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providing the service in addition to SaUie Mae and the States, if 
they are aljlo included. 

Mr GUNDERSON. You indicate that the abiUty of lenders to offer 
loan consolidation would greatly simplify the administration of the 
pfoglram. Would you like to elaborate on what you foresee as how 
'we would achieve that? ^ 

♦ Mr BiKi.KN. Yes. I am talking aboul the situation where the, 
loans to be cpnsolidated, where, say,, the student had all of those 
loans with one lender or with' two or more lenders operating under 
the same guarante^e program or even operatmg;^ under different 
guarantee programs. 

But basically what you are doing is you are keeping the whole 
process with a lender that's already got one of the loans. So you 
are not having to bring in an additional party, and that's why I 
think it would be administratively simpler. 

Mr. GuNDERSON. Do you think iii a situation where we extended 
this consolidation authority to a lender, that in order fo participate 
in consolidation of loans, there should be some kind of tie-in, 
should at least one of the original loans ought, to be, held by that 
particular lender or ought that not be a requirement? 

Mr BiKKEN. I don't know that that would necessarily be a re- 
quirement. I think it would make it easier for the students to do 
that and they would probably opt to do that arfyway. I don't know 
that you would have to make that a requirement. 

Mr GuNOEitsoN. You don't think there would be any problem or 
any i(icentive one way or the other with a financial institution as 
someone coming in not hf^ving original loans with that particular 
financial institution in getting that financial institution to partici- . 
pate? 

Mr BiKLKN. No; I think that if that happened though .you would 
have the same situation where now you have brought in another 
party that was ;iever part of it. But other than that, I don't think 
it would 'necessarily have to be a requirement. 

Mr. GuNDERSON. If States and lenders were given consolidation 
authority and in addition to that, we allowed consolidation of loans 
across State lines, would vou foresee any problems in the various 
State agencies 0¥ private lending agencies in perhaps dealing with 
the different criteria: interest rates, et cetera, in that situation or 
not? - 

Mr. BiKLEN. I think there would be an issue in terms of the' in- 
surance premium. If you had a gtate guarantee agency that was 
now consolidating loans that had previously been guaranteed bv 
another agency, I think that's an issue that needs to be addressed. 

We suggested a solution to that. Either they would accept these 
additional loans without additional insurance or the loans would be 
insured by the Department of Education and there would be no 
need for an additional insurance premium. 

There would be some — in the case of going across State lines, and 
operating with different guarantors, the different guarantors do 
have different requirements, but that's the situation we have today 
that SaUie Mae would have to deal with when they are consolidat- 
ing loans from different guarantors. So pther than having addition- 
al parties that would have to deal with- that situation, it wouldn't 
be any more difficult, I wouldn't think. 
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Mr. GUNDERSON. Oiie of the criticisms we have heard previously 
of Spillie Mae is. that they take all the, frankly, the big loans, and 
leave all the private lenders with a whole series of sncmll loans that 

{^ou really can't do much with in terms of investmeiu^qr anything 
ike that. / ' ' * 

Yet, in your statement, you recommend raising the minimum 
qualifying amounts. First, Do vou have any suggestions, as to what 
the minimum amount snould oe. Second, I guess I am a little curi- 
ous that the ABA is proposing that for consolidation because I have 
hear4 that's one of the contentions from the other' side from the 
financial instittitions. " * ^ 

Mr. BiKLEN. Yes; the recommendation for possibly raising the 
minimum amount is simply aimed at helping out on the cost side 
of the equation, helping out the Federal Government so you dofi't 
have everyoije consolidating loans. u 
Getting back to your original point, /that is very trufe ^^^d I think 



making in that ire are being 
t offer th^ product, but the 



that is a m^yor point that the ABA is 

{)ut in a position here where we can/ 
oan^ that we wind up selling are the largest lo^s-and that fact 
remains that it costs the same to service\one of those as it does 
much smallpr loans. 

We are losing the bigger loans and that's \hy we would like to 
be able to offer the service as well. 

Mr. GuNDERSON. Do you have any idea of/the participation of 
banks tKat would occiir if vee provided thia^ consolidation authority? 

Mr. BiKLEN. No, J don't. I have talked to a number of other lend- 
ers and I know that they have serious concerns about the number 
of loans thev are selling. I don't kno\v haw many banks would ulti- 
mately wind up participating in this, although I would suspect that 
you would have participation in most states by a certain nilmber of 
lending institutions. 

In terms of lending institutions that^ might do it aci-oss State 
lines, I just couldn't answer that. I don't know I think the larger 
institutions prpbably would. - • . * 

Mr. GUNDERSON. OK. 

Do you have any other comments that you would like to' make? 
Mr. BiKLEN. No. 

Mr. GuNDERSON. Thank you very much for your testimony and 
participation. , * 

At thrs tiif«e we would like to call the panel Tarn going t6 
risk ihat they all come up at once. Firgt of fill, Paul Borden, execu- 
tive ^t»1^tor of Kentucky Higher Education Assistancef Autjhiority; 
John Madigan, the executive ^ir^ctor, Rhode Island Higher Educa- 
tion Assistance Authority; R(W A. Nicholson, executive director, .In- 
diana SecondaryrMarket for Education Loans, Inc.; and Douglas R.- 



Stypelt, director. 



guaranteed student loan program, Colorado. ^ 



If anybody ha 3 a preference, fine. Otherwise we'll just go down ; 
the list as your names are called, present testimony and we wilh 
withol^questioiiing until all of "you have, submitted your state- 
ments'^ ^ 

As is always the case, your entire statements will be made 'a parC 
of the Vecord. If you choose to summarize feel free to do so. 
Go ahead, Mr. B(jrden. 

[Prepared statennie?!*«4j£,Paul^Borden follows:] 
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r^REPAJJLKO StATKMKNI OF PADI. I* BoKDKN, KxKtM'TIVK DlItKCTOU. K^NTrCKY HTcillKIl 

' Education Assistance Authokity. and Kxfxhtive DntEcruit, Kkntu(;ky Hi(;heu 
Education Student Loan Coui^f- 

Mr. Chairman and Members of the Committee. I am veiy pleased to hate this op- 
portunity to appear tfefore you today to dismiss the several issues relating to kj^n 
cwisohdutioii. As you know from my prior testimony before this Subcommittee. I 
have louK ^>een intei^sted in the ag^hci^ which 1 re[)resei\t having the capability to 
participate* in loan consolidation services now exteifded under Federal La\Y only to 
the StuOent l,oan Marketing Assoriation My interest in this additional authority is 
directly related io our effort.s to provide compn^hensiv^-^ student loan benefits to all 
Kentucky (4ualined residenti^ and to residents^f other states ,wiio choose to pursue 
posXsecondary education in Keiftucky. We'rtow have in place the.necessai"y admuiis- 
tralive structuFe to insure loans, to mak^ direct loans to students who cannot re- 
ceive such Ix^nefiti? Irom pnvate participating lenders and to provide loan purchas- 
-ing (i.e.. liquidity benefits) to 257 private lenders now partrcii>ating wit-hin ^he Com- 
monwealth. I lx*!i(*ve until such time as all guarantee ag<»ncies ifnd state or local 
secondary markets are affflrded access to the loan consolidation program on terms 
-caiuparal>le to those now enjoyed by SaUie Mae that such agencies will he operating 
at a comiK^itivt* disadvantage ' which threateps ^heir ^:ontinu<»d capability to (*xi«^t. 

In your invitatioh to appear before the Subcotninitteo, yOu identified three points, 
to be addressed The balance ot my remarks are orgajiized around those three points 
followed by limited comment upon the General Accounting Office report presented 
to you on^ay 25. , • ^ V 

/. Kenfuckyh ability to consolidate stmlent /oans -The Gc^noral Acc,ounting Office 
|GAH|.. in its testimony before the Subcommittee on May 25^ \^'^, concluded that 
the states have or could obtain the necessa/'y administrative and technical capabil 
y to o[H*rate a loan consc^Iidation program I «agree \Cith tlie (»A0 conclusion. With 
respect to Kentucky, the guarantee; agency (KHE^AA] operated a^ a direct lender 
undw the federally insured program fr<Tfii 197'1 iintil the falT of JSff)>y During that 
f)crio<l. KHKAA develono*! ext;jv»siv^» data f)rf)cessing capabj^Uies for the lending, 
"billing and collection finctions. In anticipation of becoming a guarantee agency, 
KMEAA substantially ^lodified the original servicing system so thafby the fall of 
1978 computer software was available for all functions relating to tbe^surance of 
student loans. Included within the current data processing system is' theVapability 
to handle multiple interest rat^?li>id multiple loan repayment tenuis. KHEAA is, in 
iTact, currently administering, on this system, consolidated re()aym(A«ts t)f students 
who have^hotli federally insured and state insured student loans KHEAA has, at 
various limes, provided National Direct Student I^an collection services to an edu- 
ciitional insfitution in the Q>mmonwealth. The system'^^lst) oont^iins the necessary 
struptifre to generate purchase disbursements to holders of loans which would »be 
consolidated and already compuUiS repayment schedules on the basis of all of the 
notes for any borrower currently within the system. The only significant missing 
it^^m wtthin the current system is tfie capability to general^ graduated ^epaynu^nt 
schedules similar to those currently offered in the Salli^^llne (7ptit)ns prograrq 
KIIEAA certainly has the technical capabidity to develop such repayment plans 
promptly following nny extension of authority to utili/x* them. Although the current 
datji processing system is ctvpable of loan consolidations, we have, during the pa^t 
two years, developed a new generation stuclent loan servicing systj^m which will be 
completely operational by the end of this year. We are already administering the 
new Auxil?ary Loan Program on this system. This new processing system contem> 
l)lates the availability of loan consolidation authority and will fully satisfy any who 
talje tlie. time to examine \l that the capability to effectively offer consolidation 
services new exisLs with the* Commonwealth of KentockyX 

Ihstnihility of agency corviolidating student loans,— The current situation in 
which Sallie Mae consolidates loans held by other lenders throughout the nation 
leavi(\s other holders at a substantial competitive disadvantage. Dependent upon the 
long term sMccess of thcvOptions program, this advantage could cause severe finan- 
cial difficuljres for other large holders of student loan portfolios. Additionally, to the 
extent Sallie Mael^onsolidates loans through prepaym^t of loans held ii» portfolios 
Hnanced by tax exempt securities, there is a substantial increase in the net cost of 
those Joans to the Federal Government. This net increase is apparent in the follow- 
ing table: ' 
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I he av^j^ge increase in special allowance payments on acquisitions from lax- 
exeinptMiJWdcni'^ from' the inception of tiie Sallie Mae program in Decemtx^r, 1981 
through March 31, 19H3 ly 3 ()6 percent The General Accounting Office report fails 
to discuss this increased cost Perhaps, tlie failure js predicated ui>on an assumption 
that the acquisition bv Sailie Mae caus*es the tnx exempt security to be retired. Thf 
vast majority of student loans flnahced thrgugh tax exempt securities in recent 
months have utilized short U»rm n^strunientii (i.e., three to five years) backed by 
Sallie Mae commitment agreements or commercial bank letters or lines 'of credit or 
commitment agreement^;. Generally speaking, thesti issuer do not contemplate n> 
tirenient of obligations prior to the stated maturity. Consequently, the acquisition of 
such a loan by Sailie Mae results in the Fedenil Government covering both the rev- 
enue losses associated with issuance of the tax exempt security and increased spe- 
cial allowance payments asspciattjd with loans held by Sallic Mae. An additional 
and related exposure for 4endei-s, such as Kentucky s Student Ix^an Corporation, is 
' that a highly successfu] Options program wilhincrease the risk associated with spe- 
cial redemjltion through unanticipated prepayment of loans. One of the principal 
fears of investors in student loan* securities is that special redemption calls will 
occur prior to the st<it^»d maturity* Thft fear is directly related to the fact that stu- 
^dent loan bonds are very similar to Jiousuig authority bonds. In the housing indus- 
try, mortgages, over the past few years, have been prepaid at rates exceeding 80 
percent and, as a result, many of these bonds have been redeemed early,, the hous- 
ing industry problems are best explained in terms of interest rate^sk and should 
not be equaU^d to the statutorily set interest rate market in which we operate, Tho 
unfortuilat^ reality is that tl^is fear of special redemption is affecting the market- 
ability of student loan securities ar^l the emerging significant vMya»es of the Op- 
tions programMoan consolidations will tend to exacerbate these fears. Another seri- 
ous concern is the effect that the options program will have on the average loan 
balance per borrower in our portfolio. The GAO has reported that the average con- 
solidated loan under the Options program is $12,232 with the GSL porl^ion of that 
averaging $7,179 ^nd the National Direct Student Ix)an po;-tion averaging t2,488. To 
the extent the large balance loans are taken from our styjlent loan portfolio, we are 
njarginally less able to continue to acquire-and service small balance loans. As I ^ 
sure has been stated to this Subcommittee many times b^ore, the cost of servicing^ 
small balance loaii*is roughly equivalent to the cost of servicing a large balance loan 
while the income streams ^fe, of qpurse, substantrally different. To the extent that 
we lose the very at4:racty^e income streams generated by large lo^ns, it will become 
necessary for our dbrporation to reconsider our policy of purchasing loans at par 
irrespective of the average individual portfolio balance. To the extent that we are 
forced to replicate the par purchase requirements of iSallie Mae (i e,, average loan 
balances in excess of $4,500), we will severely impact the origination of the smaller 
loans within the Commonwealth. This would be an extremely seri(5us problem in 
KfentuckyUjecause we do have a large numlier of small loans originated eack year 
within thtfestiite. To illustrate this 'point, the Corporation's portfolio as of March 31, 
1983, had an outstanding principal of $179,477,000 and an average outstanding in- 
debtedness per student of $3,003 representing 59,766 student bori-owers. Clearly, this 
portfolio has a number of loans which are small balance loans and, based uptfn my 
current understanding of the Sailie Mae par purchase requirements, the entire port- 
^ folio would not qualify for *i Sailie Mae purcjiase at par. 

The GAO Report indicates that data is not readily available to identify persons 
who could benefit from loail consolidations. Since .]:he guarantee agency in Kentucky 
currently has terminals located in several major educational institutioijs *in the 
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( V)min()nwoalth and is rapidly exj)andiag oTi-Jinc communications with th(» eduea 
tional institutions and lenders, we believe we would hftve the capability to readily 
identify j)en>ons w ho have holdings und(T the guarant^^ed pcogranuand the National 
Direct Student Ix>an }:)rogram that would quaHfy for loan consolidation. Whether 
this makes it desirable for the agency to have the -consolidation authority *is, of 
course, dependent u[><)ii whether the^ cc^nsolidation program it modified in w'iiys to 
more re^usonably iicconunodate the consolidation of Nl)SL wil^h (JSL To the extent 
such consolidations nre expanded under the current statute, the increased cost of 
sj.H»cinl allowance payment,s associated with an efficient borrower identification 
system would be subsian|ial, if not profiibitive. However, one of the related* benefit^^" 
of such capability is that m()si of the data need(*d to consolidate l}i>ans would already 
be within the consolidating agent's data processing system^ thus providing cost sav 
ings to the consohdation program. An additional potential benefit to extending the 
consolidation program to Agencies is the demonstrated capability of^tate agencies to 
keep default rates at reaiionable levels while providing broad access to the loan pro^ 
gram ' ■ 

Rtrommendiiiion.s.—Biisi'd upon review of tlie (iAO study, an<f the testimony by 
Or bkiwtwd Klmendorf before the Sut>c6mmitt<.y, and review of Sail ie Mae materials 
|-elatmg to tlie Options program. I would reconuiiend the following to the Subcom- 
mittee" N 

(A) The current legislation shoultf^be amended to provide for ^Uilization of a 
weighted average interest rate rounded up to tlu' nearest integer This will reduce 
the sp<'cial allowance payment obligation to the Federal Government in all cases 
except where disproportionately large NDSLs are included within the consolidated 
loan Also, the administrative difficulties of ffealing with innumerable loan rates in 
volved in computing sf>ecial allowance payments? will be substantially reduced for 
the r)(*partment<..yf Kducation, Subjectively, this methodology would probably yield 
rates ranging betwet'n seven and 10 percent The Subcommittee may, also, wish to 
consid(*r a Hoor inten'st rate of 7 j>ercent on all consolidated loans as a way of dis- 
cpuragi'ng consolidation borrowers who may be predominantly financed by 
NDSL 

(B) The legislation should incorporate repayment extension ' perio(Js bas(Hi upon 
the applicable aggregate loan balances. The repaymenr schedules and methodologies 
developed by Sal lie Mae In C(K>penUion with the Department of F^ducation seem to 
me to be reasonable for incorporation into the Act. An alternative would -be to 
extend to the Secretary the authoi ily to regulate the extension periods. 

\C) The legislat ion should, delete the provision of administrative* ^)st alh)wances 
on consolidated loans and should, also, deletx? consolidated loans from th<» reinsur- 
ance triggfivr In conjunction w-ith this, tiie legislation should prohibit the charging of 
insufance premiums on loan Cf>nsolidations but should {)ennit loan balances to be 
considc'red in determining adequacy of any loan guarantee ro^erves I am sure that 
many of my peers in the guar^irftee agencies and secondarjr market agencies will 
disagree with this recomnvOndation However, speaking onjfr^for Kentucl<ry. we be- 
lieve that there rtre no substantial increased insurance coslffor servicing costs asso- 
ciated with consolidated loans. For agencies which insure anBh service loans for hold- 
ers, the potentially available income stream from yuch large balance loans will 
sufficient to offi?et the absence of either ACA or insurance premiums, particularly, if 
such loans are not subject to reduced reinsurance rates. 

(D) The legislation should require that all loan consolidation agents (i.e., Salli(* 
Mae, state agencies, etc.) offer consolidation benefit~s to qualified borrowers who are 
delinquent up to GO days on loan repayments. If, in fact» a principal justification for 
offering loan consolidation is to reduce defaults, then it seems imminently rcJisona- 
ble that borrowers who are experieiicing difficulty in repayment ought to be the 
principal beneficiaries of the program. I would be in favor of extending consolida- 
tion benefits; at any time prior to the occurrence of a default but recognize, under 
the current Sallie Mae methodology, that this could lead to verv difficult monitoring 
problems to ascertain that loans which are being consolidated have not previously 
been the subject of a default claim. 

(K) As an alternative to the recommendations in [C) above, the Subcommittee may 
wish to simply provide that all loan consolidations be insured dircrtly by the Secre- 
tary. This would simplify th(? loan consolidation program' and irfake it more manage- 
able by the Department. My primary concern in this respect is that the Secretary, 
because of cost containment pressures, would attempt t(T regulate the program so 
tightly as to discourage many eligible participant's. Additionally. I am concerned 
that Sallie Mae, as a result of both size atid proximity, would exert undue infiuence 
over the program. On balance, however, I believe this direct insurance approach is 
the preferable course for the Subcommittee to follow. 



iV) The legislation should limit consolidation rights to lenclers which have insured 
or own at. least one note made by the borrower. The effoct of this would he to sub- 
jJt^inlially reduce dat-a acquisition costs by, ensuring that the; loan is consolidat4?d 
into the existing billing and collection system rather than added t<} an entirely nejv 
sei-vicing system. In the event a qualified student does not have any note owned by 
an authorized consolidation agent, the student should he permitted to go directly to 
Sallie Mae for the loan consolidation A requirement /or disclosing whether or not 
consolidation services are available could be incorporated into the iiqJLifi cation neces- 
i sary when any loan is made or purchased by a secondary market. 

(G) The legislation should dolet^e all hut in-school deferments but p<^rmit forbear- 
ance for up to one year This will prevent the Federal Government from havin4< U) 
assume both interest subsidy and special allowance costii for anything ofcher than a 
i-eturn to enrol I men f. Additionally, the forbearance pro^*edures are very effective in 
reducing defaults ^ 

{lb The legislation should correct the Section 421 requirement that consolidation 
loan checks Ik? made payable to students and requi^re instead that such checks be 
mad(LdirectIy to the holders of the loans to be consolidated. Additionally, the legis- 
lation should mltke the several other t^*c}inical corrections request^nl by Dr. Elmen- 
dorf in his recent lestnnony to this Subcommittee. Of particular Concern is the not- 
witlistanding claust? cited on page five of Dr. Elme^idorfs testmiony. My concern is 
that on the basis of this clause Sallie Mae and any new consolidation agents could 
rhtx>se t^ ignore other provisions of the statutes. 

(1) In conclusion, and most importantly, the legislation shoulr! leave Sallie Mae» 
secondary markets, other lenclers and guarantee agencies in equal positions lo pro- 
*vide consolidation services to borrowers. To leave any of the entities with competi- 
tive advantages substantially increases the risk that the other j n* ities will not have 
the continued capability to service low balance loans and/or to meet servicing cost^s 
on 'their current portfolios. 

i. Comments rcf^arding the General Aeeounting Office I^xin Consolidation Study. — 
In my opinion, the GAG Study accepted and utilized bad assumptions^ is inconsist- 
ent and fails to address in any depth the two principal areas of inquiry— program 
costs and impact on defaults. On page 10 of the study they statue an inability to come 
up with precise cost figures for extending loan consolidation authority to the states 
t?ecause of the difficulty in obtaining reliable iiNbrmation on several of the element.*^ 
needed to compute relative costs. On page four the study they conclude it is too 
early to assess the OptioA program's iniptict on loan defaults. They completely fail 
to address the benefits of the reduced sjx^cial allowance- payments which result from 
ta^ exempt financing of student loans generally and, also, fail to make the point 
that consolidation of a loan currently subject Co the reduced spc»ciat allowance may, 
in fact, cause the Federal Government to incur both the loss of revenue attributable 
to issuance of the tax exempt sectrrities*and t^P increased special allowance pay- 
ments attributable to purchase of the loan by a taxable entity. Additionally, all the 
cost data and most of the assumptions incorporateftj into the study were provided by 
Sallie Mae and were not sufficiently justified as to reasonableness. For example, on 
page three of the study, there is an assumption that investors incur no expenses 
ass(X*iat^^d with the purchase of Sallie Mae securities, and, therefore, pay federal 
income taxes on the full amount of int^^rest earned. While this may or may not be a 
go<xl assumption, it should bt^ point^^d out that Sallie Mae is exempt from state, 
local and District oD(x)lumbia taxes and that there is, therefore, a potentially sub- 
stantial loss of revenue associated even with Sallie Mae financing. Additionally, 
also, on page three, there is an assumption that added special allowance p^ifenta 
will exceed savings resulting from fewer defaults. While that would appear to be a 
reasonable assumption, it is too gene rtd to be of any substantial benefit. What will 
be^the magnitude by which special allowance payments would be expected to exceed 
default savings'^ 1 would suggest that a more studied inquiry could answer these and 
the several other questions raised which have been presented to the connlpiitt^e. 

Again, I express to you my appreciation for this opportunity and want to close by 
strongly recommending that loan consolidation benefits be* extended to guarantee 
- agencies, secondary markets and direct state lenders. 

i 
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STATKMENT OF PAUL P. BOUDKN, KXFX:UTI\ f; DIRECTOR^ KEN- 
. TUCKY HIGHER EDUCATION ASSISTANCE AUTHORITY, AND EX- 
^ ECUTIVE DH^ECTOI^ KENTUCKY HIGHER EDUCATION STUDENT 
EOAN CORP. 

Mr. Borden. Thank you, Mr Chairman, I am Paul Borden from 
• Kentucky. Since nonfe of my friends here at the table volunteered, 1 
guess I will go first. 

r will simply summarize my remarks and* request that the full 
<6tatement previously provided to you be incorporated inXo the 
record. 

I find that in many respects my testimony is actually a summary 
of some of the other things that you have heard here this morning. 
In Kentucky I am, perhaps, in an unusual position, being the exec- 
utive director of the guarantee agency and also the director of a 
secondary market and direct lending entity so I come to you with 
some perspective from all three of those entities. g^s they participate 
' in the guaranteed student loan program. 

We do presently in Kentucky have the necessary administrative 
capahilities to insure, make, purchase, and, in our opinion, consoli- 
date* loans. We have been a leader under the federally insured pro- • 
' gram for a nu'^ber of years prior to in 1978 converting to a guar- 
antee agency State. So we do have some experience directly appli- 
cable to the private lender participation. 

We have developed over that pi^ripd of time an' extensive data 
processing culpability. We do- capture extensivt? data on all of the 
people participating in any aspact of the loan programs. So we 
think we have within the system virtually all of the data thtit 
would be needed to effect consolidation's. 

Additionally, we do have terminals out with many lenders in the 
State and also at educational institutions in the State so thattthe 
problem of identification of borrowers eligible for consolidatio'n 
could, we think, be dealt with effectively in Kentucky. 
^ The invitation from the chairman gives the opportunity to ad- 
^ (Jress three specific issues. One is the desirability of extending con- 
solidation benefits to the agencies. We believe that it is not only 
desirable, but that it is necessary that consolidation benefits be ex- 
tended. 

There have been statements made this morning to the point that * 
there are no or inconsequential increases in cost as a" result of the 
loan consolidation program. I will call your attention to the taWe 
on page 4 of my testimony which does show that consolidations by 
/ Sallie Mae of student loans which are presently held by tax-exempt 
entities does result in substantial increased cost in terms of special 
allowance payment on thgse particular loans. 

I guess that could be ^mtionalized that the tax-exerppt securities 
would then be retired. But I waiild suggest that that loss of*'reve* 
nue cost is effectively a cost/ that( has Already occurred and that the 
causes of the structure of the ta\exempt financing, it is very un- 
likely that those securities would D^in fact, retired following con- 
solidation. ' y 

The current monopoly * with reject to consolidation ^Iso in- 
creases a^ special redemption risk perception by borrowers. That 
risk being that if the options program is highly successful, and "as a 
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. result, many loans are prepaid, as in the housing industry, that it 
^would be necessary to call bonds. 

So, while I don't think that is a very good assessment of the tax- 
exempt financing because we don*t have the interest rate risk that 
the housing industry has, it is certainly a real perception on the 
part of investors. 

Perhaps a more important area which makes it desirable for us 
to have the capability to consohdate loans is the effect that the cur- 
rent loan program has on the average loa^' balances. We have^^o 
keep the high balance loans in our portfolio in order to be able lo 
purchase and continue the availability of the low balance lOans. 
The incame streams are very, very different and with respect to 
the Student Loan Corporation; the secondary market in Kentucky, 
to the extent that we see the large balance loans being taken* from 
us, we will have to reconsider the policy of purchasing all paper at 
par because those very small loans simply would riot support the 
servicing costs related to them. 

Finally, I think, if you examine the statistics, you will find that 
the State agencies, be they guarantee agencies secondary markets 
or^ direct lenders, do have -a very good record in the administration 
of the student loan pr^ogram and do have the capability to keep the 
defi^ult rates low. 

Our recommendations I will go through very quickly. They are 
outlined specifically in my statement. I believe we ought to use a 
weighted average interest rate because that considers both the 
" NDS{s^ loan and it also considers the higher interest rate^ HEAL 
loans. There is some of all of those consolidated loans. I think there 
is benefit to tying loan consolidation to an entity which is already 
the holder of one of the loans because^ it does have the benefit of 
reducing cost. 

I think there ought to be careful consideration of limiftngc defer- 
ments to^ inschool periods and I think that on consolidatedjloans 
there ought to be some procedure for giving at least sohie^mited 
forbearance in peViods of finandai difficulty. I do think that we 
need to have the statutory difficulty to make consolidation checks 
payable to the holders. , 

Finally, and most important, I think that you need to leave all of 
the participants in an equal position with respect to loan consolida- 
tion.. To the extent^hat we have a capability to offer consolidation 
services similar to that, to Sallie Mae, to Citicorp, or to any other 
entity, I think you are providing the very best service to the stu- 
dents of the country because access will increase to this partictllar 
benefit. 

Mr. Chairman, I appreciate this opportunity and will be happy to 
answer any questions at the conclusion. 
Thank you. 

Mr. GuNDERSON. T|^ank you. 
Mr. Madigan. 
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STATEMENT OF JOHN E. MADIGAN, EXECLiflVE DIRECTOR, 
RHODE ISLAND HKJHER EDUCATION ASSISTANCE AUTHORITY 
AND RHODE ISLAND STUDENT LOAN AUTHORITY 

Mr. Madigan. Tharlk you. My name is John Madigan. I am exec- 
utive director of Rhode Island Higher Education Assistance Au^ 
thority, a guarantee agency, and also executive director of Rhode 
Island's Student Loan Authority, a secondary market. 

I am very grateful to have this opportunity to address the matter 
of student loan consolidation and the, possibility of having the op- 
portunity for such consolidation -extended to State agencies, par- 
ticularly those agencies involved in the business of providing stu- 
dent loan secondary marlcets for their local lenders, ^, 

I ha\4 had the opportunity to read the statement provided the 
subcommittee by Mr, Morto^ti Henig of the General, Accounting 
Office and, in fact, have had the opportunity to express my own 
views to members of Mf, Henig's staff on the telephone during the 
development of that report. I do concur with many of his findings. 

First of all, let me say that I believe loan consolidation is impor- 
tant in both easing Ihe burden on students who may have incurred 
subgtantial debt andjn avoiding defaults in those case^ where stu- 
dents have not reached the earnings potential they hoped for when 
they accrued such debt. 

I would certainly not want to see the consolidation privilege 
eliminated by failing to extend authorization for the program 
beyond August 1983, 

While I particularly wish to address the need to expand eligibil- 
ity to the States rather than have only Sallie-Mae authorized to 
operate this important function, I do feel a bit like the p^erson who 
appeared before Solomon in his dispute over the rightful parentage 
of the child, I do believe it would be better to lose the right of par- 
entage than to have the child die^. 

Happily, consolidation^ unlike children^ can be divided amongst 
the contenders and the splitting can provide renewed health and 
vigor to the program. ^ 

Rhode Island ha%been operating a secondary market since late 
1981, We have contracted with our local lenders for the purchase o' 
some $100 million of student loans. We must assupie that our lend- 
ers have committed these loans to us because they see advantage in 
working in a local market that they do not see ii^ the Sallie Mae 
market— the advantages "of local investment, strengthening the 
local economy, more flexibility in the size and timing of purchases, 
ar)d other tangibles or intangibles that appear beneficial to them. 

I know you are aware that for many of these loan purdiases we 
do not receive the full special allowance. Loans made October 1, 
1980, or after and purchased with tax-exempt bond revenues argx 
limited to only one-milf the special allowance or a minimum of 2^ 
percent on 7 percent loans or 0.5 percent on 9 percent loans. 

Because our existing bonds have a 9V4-percent interest rate §ind 
because ^he maximum return that we have been receiving in 
recent quarters ifs only 9V2 percent, you can see^that we are operat- 
ing on a very sjfem iriargin. As a matter of fact, when we consider 
our servicing costs, we actually lose moneys on those post-October 1, 
1980 loans, 
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This has the effect of reduting the margin in our overall portfo- 
lio and on those loans for yriich v/e receive the" full spe6ial allow- 
ance. ' , 

Permitting only Sallie Mae to provide loan consolidation exacer- 
bates this problem for us. As you might suppose, lenders tend tx) 
hold on to loans during the in-school period wherf the servicing cost 
is smallest and to sell loans just before they go into repayment 
whep servicing costs increase to their maximum. It has already 
happened that upon our agency, purchasing loans ^bout to go into 
repayment, and incurring the costs/)f initiating rej)ayment terms, 
and setting up the repayment^^..a<5uvity, we find that Sallie Mae 
pays off the loan to a consolidation agreement. The startup' costs, 
which we have borne and which ftiight have been amortized over 
the life of the loan, have instead beey incurred without the possi- 
bility of being met through future income. ^ 

This would not happen if we also coald offer a consolidation op- 
portunity to our borrowers. 

The second r^a^on for concern is the clear intention of providing 
debt consolidation only for the higher cost loan plus the $xpecta- 
tion that those borrowers most likely to use that opportunity would 
be those with the higher obligations and "therefore the greatest dif- 
ficulty in paying the higher monthly costs. 

If Sallie Mae or any other seccyndar^ market purchases principal- 
ly our higher average loan obligations, we will be left with a low^r 
average -loan portfolio. Since loan servicing costs are roughly the 
same irrespective of the ^dollar size of the debt, our smaller average 
portfolio whiclr dearly cause our unit costs to be higher and fur- 
ther limit our ability to operate in a sound financial manner. 

We have felt that the extension of loan consolidation to the State 
agencies — sonje have felt, rather, tji^t the extension of this privi- 
lege to State agencies would sornehow increase costs to the Federal 
Government. Some of this expect^ion is based at least partially on 
a mistaken assumption that the Federal Government wou Id be 
paying administrative costs twice fof the same loan. 

This would not be tr<ie in our case at least since it is not our 
guar^^ntee agency but our secondary njarket that would be doing 
the consolidating and that agency receives no administrative cost 
allowance other than the income derived in the same fashion as 
any other holder of loans, banks or Sallie Mae included. 

Also, insurance of new loans made to consolidation of old loans 
should be hand^gd for the Statas the same as handled for Sallie 
Mae, through direct insurance by the Secretary. 

One point of advantage th*t might be considered in determining 
the desirability of extending the consolidation service'^o State, 
agencies is the fact that secondary marke^t programs are already in 
touch with the borrower directly at the time repayment begins. To 
the l^xtent that consolidation is needed and is important, all bor- 
rowers for whom Ihe option might prove advantageous should be 
equally informed about its availability. 

Because of our immediate and direct contact with the debtor, 
both at repayment time and at various times tliroughout the repay- 
ment period, onQ whq, needs to avail him or herself of the opportu- 
nity wouldn't need to depend on advertisements or secondhand in- 
formation. We would include consolidatiq>n information for all who 
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had loans falling within the^eligible limits and especially for those 
evidenced difficulties in handling a debt of a given size, - 

These then are my ^concerns — to maintain a consolidation pro- 
gram for the benefit of those who need an easing of the burden and 
thereby prevent default; second, to allow State agencies which are 
either direct lenders or secondary markets to share the opportunity 
to dffei>^consolidation without cost increases to us over which we 
have no control; and finally, to permit all borrowers to become 
equally familiar with the opportunity to ease their debt burden 
through consolidation and to do so at those times in the repayment 
cycle when it is most advantageous to them. 

Thank you for this opportunity and I shall be happy to answer 
any questions. 

Mr. GuNDERSON, Thank you. 

You have probably been\ hearing the bells ringing during yoqr 
testimony. What that indicates is we have a vote in progress on the 
floor of the House. What wfe arp going to do is temporarily recess 
this hearing so that we can go and record our votes and come back 
as soon as we can, ^ 

If the panel will just stay informal at the table, we will recon- 
vene as soon as we get back. 

[Brief recess.] 

[Prepared statement of John Madigan follows:] 

Prepaiied Statement of John E Madigan, ExKcimvE Director, Rhode Island 
IIicaiEK Education Assistance Authority and Rhode Island Student Ixmn Au- 



Mr. Chairman and Members of the Subcommittee, I am grateful to have this op- 
portunity to address the matter of student loan consolidation and the possibility of 
having the opportunity /or such Iq^n consolidating extended to state agencies, par- 
ticularly those agencies engaged in the business of providing student loan secondary 
markets for their local lenders. I have had the opportunity to read the statement 
provided to the Subcommittee by Mr. Morton Henig of the General Accounting 
Office, and in friCt, had the opportunity to express some of my views to members of 
Mr, Henig's staff, by phone, during the development of that report. I concur with 
many of his findings. 

First of all, let me say that I believe loan consolidation is an important activity in 
both easing the burden on students who may have incurred Substantial debt, and in 
avoiding defaults in those cases where stucfents have not reached the earnings po- 
tential they hoped for when they incurred such debt. I would certainly not want to 
see the consolidation privilege eliminated by failirtg to extend authorization for the 
program beyond August of 1983. While I wish address the need to expand eligibil- 
ity to the states rather than have only SLMA authorized to operate this important 
function, I feel like the person who appeared before Solomon in a dispute over the 
rightful parentage of a child— it would be better to lose the right of parentage than 
to have the child die. Happily, tonsolidation, unlike humans, can be divided 
amongst the contenders and the splitting could provide renewed health and vigor 
for the program. 

Rhode Island has been operating a secondary market since late 1981. We have 
contracted with our local lenders for the purchase oPsome 100 million dollars of stu- 
dent loans. We must assume that our lenders have committed these loans to us be- 
cause they see advantages in working in the local market that they do not see in 
the SLMA market— advantages of local investment, strengthening the local econo- 
my, more flexibility in^ the size and timing of purchases or other tangibles that 
appear beneficial to them. I know you are aware that for many of these loan pur- 
chases we do not receive the full special allowance. Loans made October 1, 1980, or 
after, and pucfchased with tax exempt bond issues are limited to onlv one-half the 
special allowance, or a minimum of 2-5 percent on 7 percent loans ana .5 percent on 
9 percent loans. Because our bonds have 9V4 percent interest rate and because the 
maximum return we have been receiving in recent quarters is only 9V^ percent, you 
can see we are operating on a very slim margin. As a matter of fact, wnen we cou- 
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sidcr our servicing cosLs, we may actually lose niouev on thoso post October 1, 1980 
loans, which hiis the offf^ct of reducing the inargni even on those 1 oans for which we 
receive the full si>ecial allowance 

Permitting only SLMA to provide loan consolidation exacerbates this problem for 
us. As you might suppose, lenders tend to hold onto loans during the in-school 
period when the servicing cost is smallest, an;! to sell loans just before they go into 
* repayment, when servicing cost increase to their maximum It has already hap- 
pened, that upon purchasing loans about to go into repayment, and incurring the 
cost of initiating repayment t^rins and setting up a collection activity, we find that 
SLMA pays off the loan m a consolidation^agreement. The costs which we had borne 
and which might liave been amortiz<^d over the life of the loan have instead been 
incurred without the possibility of IXMUg met through future income. This would not 

1 hapf)en if we also could oH'er a consolidation opport unity to our borrowers. 

A second reason for concern is the clear intention of providing debt' consolidation 

• for the higher cost loans only, plus the expectation that those borrowers most likely 
to use the opportunity would be those with higher obligations and therefore, the 
• grenU^st difficulty in paying the higher monthly costs If SLMA, or any other sec- 
ondary market purchases, principally, our highest average loan obligations, we will 
\)v left with a lower average loan portfolio. Since loan servicing costs are roiighLy 
the same irrespective, of the dollar size of the debt, our smaller average portfolio 
would clearly cause our unit cost to In? higher and further limit our ability to oper- 
ate in a sound financial manner. Some have felt that the ext^Mision of loan consoli- 
dation to s\.Me agencies would some how increfise costs to the federal government. 
Some of this exi^ectation is based, at least partially, on a mistaken assumption that * 
the federal government would be paying administrative costs twice for the same 
loans. This does not ap{X*ar to be true in our case at least. It is not our guarantee 
agency, but our secondary market agency that would be doing the consolidating. 
That agency receives no admmistrative cost allowance other than the income de- 
rived in the same fasltion as any other holder of loans, including SLMA Also, insur- 
ance of new loans made to consolidate old loans should be handled by the SUitx^s the 
same as handled by SLMA- either direct insurance by the Secretary or where fetisi- - 
hie, by insurance through a State guarantee agency. Whilelh the latter case, and 
under present rules, there would be additional administrative cost allownces by the 
federal government, such payments would also be made if SLMA used a guarantee 
agency to provide insurance. ^ 

One point of advantage that might be- considered in deU?rmining the desirabiliti' 
of extending the consolidation privilege to state agencies, is the fact that secondary 
market programs are already in touch with the borrower directly at the time repay- 
ment b^^gins To the exUmi that consolidation is needed and is important, bor- 
rowers tor whom the option might prove advantageous should be equally informed 
about Its availability Btx^ause of our immediate and direct contact with the debU)r, 
both at repayment time and at various times throughout the repayment period, one 
who needs to avail himself or herself of the opportunity wouldn t need to depend on 
ads or second hand information. We would include consolidation information for all 
who had loans falling within the eligible limits, and certainly for those who evi- 
denced difficulties in handling a debt of a given size. 
These then are my concerns: . . 

To maintain a consolidation program for the benefit of those who need an easing 
of the burden and therefore to prevent defaults. 

To allow state agencies which are either direct lenders or secondary markets to 
share the opportunity to offer consolidation cost increases over which the agency 
would have no control. 

Finally to permit all borrowers to become equally familiar with the opportunity to 
ease their debt burden through consolidation and to do so at those times in the re- 
payment cycle when it is most advantageous to them. I thank you for this opportu- 
nity. I shall be happy to respond to any questions. 



Mr. Simon. Mr. Nicholson, executive director of the Indiana Sec- 
ondary Market for Educational Loans. 

STATEMENT OF ROY A. NICHOLSON, EXECUTIVE rflRECTOR, 
INDIANA SECONDARY MARKET FOR EDUCATION LOANS, INC. 

Mr. Nicholson. Mr. Chairman and members of the subcommit- 
tee; I am pleased to have the opportunity to testify on the student 





loan consolidation issue . I will summarize my testimony and ask 
that the entire statement be placed in t^g^ecord. 

Mr Simon. It will be, as will all the others, if they have not al- 
ready. \ 

[Prepared statement. of Roy Nicholson follows:^ 

F^iiEPAREi) Statement OK Roy A Nii hoijson, Exf.cutivk r3iR6:croK» Indiana 
Se<*(>ni)ary MARKfri' KOR Education Loans, Inc 

Mr. Chairman and rnembtMS of the Siibcoinmittee, my name is Roy Nicholson. I 
am the Executive Director of the Indiana Secondary Market for Education L/.)ans, 
Inc. (Indiana Secondary Market) I am pjeased to have the oppoilujiity to testify on 
the student loan consoliciation issue 

/ 

— ^ uackground 

The Indiana Secondary Market is a not for-profit corporation which wa.s author 
»zed by the Indiana General Assembly in 19H0 and in the same year was designated 
•by the Governor of Indiana to serve as p^e state secondary nmrket for education 
loans. ^ 

The creation of the Indiana Socdndary Market resulted from findings and recom- 
mendations of a Task Force appointed in 1979 by the Governor of Indiana. Xhe Task 
Force was comprised of prominent representatives of the sUiU^ government, indus 
try, and tTFie education and financial communities of Indiana. The Task P'Qrce,.was 
charged with determining whether the then current delivery mechanism for educa- 
tion loans was sufficient to nK^et the demfi^^ds of the 1980's and beyond. The Taf^k 
Force accurately forecasted the rapidly escalating demand for education loans, and 
further determined that the supply of loans would not be sufficicmt to meet that 
denmnd. The Tjusk Force recommended the creation of a state secondary market 
which would provide liquidity ft/id thereby encourage and enable lende^^i to satisfy 
the glowing demand for loans./ 

The Indiana S<^condary Market has met the challenge. We have been fully oper- 
ati(mal since August !9S1. We. have purchased 43,780 loans totaling greater than 
$85 million. We have enU^red into loan purchase commitments totaling $130 million 
with approximately oncM.hird of the active originators of student loans in Indiana. 
Those lenders account for approximately 70 pt^rcent of the annual student loan 
volume in Indiana. Wtv have also introduced an ALAS/PLUS Purchase Program 
and a Ix^nder of Last ^Resort Program. To the best of my knowledge, all quaTified 
applicanLs are able to obtain' student loans in Indiana. Indiana lenders have in- 
creased their annual volume of guaranteed student loans from $30 million in 1979 
to a current rate of approximately $122 million per year. 

We have successfullv financed our loan purchq^se program by issuing tax-exempt 
debt during the^pc^riod of time in which the tax-exempt debt market was at its all 
time worst. During the same period of time unemployment rate§ have been at the 
highest level in forty years and yet we have been able to maint^iin a default rate 
below 2 percej^t of loans in r(^payment. 

We offer a service which students, families, schools, and lenders of Indiana need 
and desire. Given our success in becoming operational and growing under recent dif- 
ficult conditions, we are optimistic that we will be able to continue to provide vital 
8upfK)rt \u the future. 

kxtendino consoj.idation 

Thei Indiana Secondary Market strongly supports the consolidation of student 
loans' 

The key elements; of loan consolidation are (1) the ability of the consolidating 
party to act on belialf of a student borrower te aggregate his/her student loan in- 
dehtednes.<J under one promissory note, and (2) more importivrffly, the ability to pro- 
vide such borrowers with a repayment ftrrangement at more /avorable terms, par- 
ticularly a longer repay nj^ent schedule and therefore lower monthly payments. 

The loan consolidation pi ogram represents a logical change in the evolution of the 
Guaranteed Student Loan Pi:ogr^ni [GSLP] since UiGS, Annual and cumulative loan 
limits as well as the cos^ of'borrowing as evidenced by the, interest rate payable by 
the borrower and the imposition of an originatign fee have increased dramatically, 
however, the maximum repayment term often years has not changed. 

Eight years ago, a borrower who had accumulated the maximum amount of guar- 
anteed student loan debv ($10,000) would be lequired to make monthly payments of 
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$110 11 for t«n ye^rs. Today, the borrower who incurs the maximum GSL debt 
($25,000) would have*to make monthly payment^} of $316.69 for ten years, almost 
three times iis much. Obviously, the addition of ALAS/PLUS debt would significant- 
ly increase* the monthly repayment obligation. Under the loan consolidation pro- 
gram, the monthly paymeht on a 20 year schedule would be a more manageable 
$193-82 and even lower on a graduated payment basis. 

There has bet»n a trend in the last Ij^w years in the face of governmentjal budget 
constraints on one hand and rapidly escalating coats of education on the other hand 
to impose an increasingly large share of the burden on the student in the form of 
loans, inasmuch as the goal is to collect the loans, it makes no sense to blindly en- 
force unreasonable, inflexible and outxlated ^t^pay^>vnt terms which are more apt to 
precipitate* a default or bankruptcy 



AirTHOIUZING STATK SECONOAKY MAKKKTS AND DIRECT l.ENDl!;^KS TO pOT«30UDATE U^ANS 

' The present network of direct lenders and secondary markets, including both 
staU^ secondary markets and the Student I^oan Marketing Association [Sal lie Mae], 
represents a. system of support for students, families, schools and lenders which has 
been eminently successful in ensuring an adequate flow of capital into higher educa- 
tion during a f)eriod of rapid increase in demands on the GSLP. 

F'e^w' would deny that private lenders could not have satisfied the tremendous 
demand for student loans without the active support of the network of secondary 
markets and direct lenders. 

As the holder of student loan accounts of approximately 24,000 borrowers, the In- 
diana Secondary Market is frequently requested to consolidate I6&^s on behalf of 
student borrowers. We routinely contact the other holder or holders ctSyie borrow- 
er's loans, however, we are ablo to aggregate the borrower's loans only those in- 
^timces where the other leVider is willing to deliver the promissory note fo^sale and 
in the event that the other loans are guaranteed by the Indiana guaranty agency. 
With loan consolidation authority we coiild take initiative on behalf of the borrower 
ix) pay off any loan made under the Higher Education Act of 1965 and execute a 
new note with the borrower. We could also of course lengthen the repayment period 
for larger debts 

We have the interest and ability to implement a loan consolidation program on 
behalf of borrowers served by us. The authorization to consolidate loans however is 
not simply a matter of being able to provide a valuable service to borrowers to help 
them avoid a default or bankruptcy situation. In fact, the viability of many second- 
ary markets and direct lenders is threatened by the continued oi^eration of the loan 
consolidation program in its present form. 

To date, the Indiana Secondary Market has been able to purchase all student 
loans at par, thereby creating no disincentives to lenders who make small balance 
loans. The average outstanding principal balance of loans in our portfolio is $3,200. 
Given that servicing costs are approximately equal on small and large balance ac- 
counts and that revenues vary directly with account balance, we lose money on each 
small balance account. The problem is aggravated by the fact that account balances 
decrease during repayment wHile operating costs, including wages, rents, costs of 
supplies and correspondence,'' are increasing. It is imperative that we have a suffi- 
cient number of larger balance accounts which generate surpluses to offset the 
losses on the smaller accounts. 

Under the current loan consolidation program, Sallie Mae has removed from Qur- 
portfolio $425,000 in loans with an average indebtedness of $6,250, approx4mately 
twice the size of our average loan -account. Given the relatively high cost of borrow- 
ing in the tax-exempt market at this time and the fact that we receive only one-half 
the special allowance for most loans in our portfolio, the present loan consolidation 
program operated by Sallie Mae poses a threat to our continued virility. Our abili- 
ty to repay our outstanding bonds and to secure additional capital could be jeopard- 
ized if a large portion of high indebtedness accounts were taken from our portfolio. 

At the very leasts if we are unable to offer a comparable consolidation program 
we will be forced to establish certain minimums with respect to loan sizes eligible 
for sale. This will have the unfortunate effect of discouraging lenders from making 
smaller loans and may cause serious hardships for vocational and commuter stu- 
dents in Indiana. 

On the other hand, we are in a position to implement loan consolidation as an 
additional service to complement our present services to borrowers and lenders. Our 
success in encouraging lender participation in the GSLP is evidenced by the fact 
that in less than tw6 years we nave developed working relationships with 167 Indi- 
ana lenders which account for approximately $85 million of GSLoans per year. Our 
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ability to ()|H»rate a res|X)n.sihIe secondary' market is further evidenced by a default 
rate of leSxS than 1 iK»rcenl. 

^ ^ LKCISI^TIVE CHANGES 

I recommend that the authority to consolidate loans be exUMided beyond August 
1, IOH:^ and that statendesignated not for profit secondary markets and diroct lend 
ers, as well as Sallie Mae, Ix^ authorized to participate in a loan consolidation pro- 
gram The existing network of secondary ^narket^ and direct lenders has ser\'ed all 
parties extemely well The continued strength and viability of the current system 
requires a shared resix)nsil)ility for loan consolidation. Sal lie Mae and the state <les 
ignated entities together can l>e8t effect the maximum benefits of the loan consolida- 
\\o\\ program L<:jan consolijjation reduces the incidence of default and bankruptcy, 
and represents a logical change in the evolution of the GSLP. 

I reltommend that the interest rate for consolidatt-d loans not be set at 7 pt^rcent 
which IS presently the case, hut rather be dotermine(| for each consolidation by 
averaging on ^ dollar weigfcU^d basis the intertjst rates on the loans being amsoli- 
dat^-d and rounding the 'resulting average to the next highest whole pf^r cent For 
example, a Iwrrower with $10,000 of 7 percent (]SIx)ans and $6,000 of VI percent 
ALAS loans would have a weighted average rate of 8 875 percent and would receive 
a consolidated loan at 9 f^>ercent. The borrower who avails himself of lower monthly 
payments should not also enjoy the bt^nefit of a windfall reduction in the interest 
ratt^ as may occur under the present loan consolidation program. 

I recommend that the mini mums for determining eligibility for conHoiidation be 
eliminated, so long as the length of repayment periods is determined by aggregat|^ 
loan amounts For example, under the current program if a borrower owes two lend- 
ei-s $2,000 each, his or her loans are not eligible for consolidation because of the 
$5,000 floor. The Indiana S^x'ondary Market would like to be able to act on behalf of 
the l)orrower in that case to consolidate his loans irito one $4,000 account. The bor- 
row(^r would nevertheless b(? required tX) repay the debt within the current ten year 
maximum period 

B^inally, I recommend that consideration be given to reducing the level of special 
allowance payments ma'de by tht Federal goveriuuent with respect to consoIidat<*d 
loans. I bid 1 eve that loan consolidation, including 'extended repayment periods, is a 
necessary change to assist in controlling default and bankruptcy claims, and repre- 
sents fair and reasonEible treatment of individual borrowers who have been required 
to carry an increasing share of the rising casts of education. I understand that ex- 
t^Midilig repayment* iH^riods increases the government's liability for special allowance 
payments Recognizing the conflict between the no<xl to offer extended repayments 
on one hand and the increased cost to the Federal government on the other, as well 
as the "profitability" of consolidat-t^d loans, I would support a reduction of the level 
of special allowance payments on consolidated loans. 

Thank you. 

Mr, NiCHOi^ON. Thank you. 

The Indiana Secondary Market has successfully financed its loan 
purchase programs by issuing tax-exempt debt under extremely dif- 
ficult market conditions. During the same period of time unemploy- 
mient rates have been at record levels and yet, we Have been able 
to maintain a default rate below .2 percent of loans in repayment. 
We offer a service which the citizens of Indiana need and desii'e. 

The Indiana Secondary Market strongly supports the consolida- 
tion of student loans. The board of directors of the National Coun- 
cil of Higher Education I^an Programs is also on record in favor of 
extending loans consolidation authority to its members. 

The loan consolidation program represents a logical step in the 
evolution of the guaranteed student loan program. Annual and cu- 
mulative loan limits as well as the cost of borrowing, payable by 
the student borrower have increased dramatically. However, if the 
maximum repayment period of 10 years had not been changed. 

Today the student who borrows the maximum amount has 
monthly payments almost three times the size as the student who 
borrowed the maximum 8 years|ago. There has been a trend in 



recent years in ilie face of govj|j-nmen4 budget constraints on one 
^ /Kand,^nd rapidly escalating co<5ts of edu^ion on the other hand, 
y to iniffose an increasingly large share of tfie burden on tiie student 
J in the form of loans. I 

Inasmuch as the goal is to collect the lohns, it makes no sense*to 
enforce unreasoname and ^inflexible repaW^ent terms which are 
more apt to precipitate a dt^fault or a bankjiiptcy, ^ 
From the perspective of the Indiana S<:HX)ndary Mairket, the au- 
thority to consolidate loans is not sinip)ly a matter oj' being able to ' 
provide a valuable service to bc>rrovv^e/s to help them avoid a de- 
fault or a bankruptcy. In fact,^e futiire viability of many second- 
ary -markets and direct lendel^Htnay be threatened by the contin- 
ued operation of the loan consolidation program in it^ present 
form. 

.To date, the^lncliana Secondary Market has been able to pur- 
chase all student loans at, par thereby creating no disincentives to' 
small lenders v^ho w^ish to make small balance loans. The average 
outstanding principle balance of loans in our portfolio is $3,2()0,. 
Given that servicing cost^ are approximately equal on smalTand 
large balance accounts' and that revenues vary directly with ac- 
count balance we lose jiipney on each small balance account. 

It is imperative therefore that we have a sufficient number of 
larger balance accounts in order to generate surpluses to offs^et the 
losses on the smaller accounts. 

Under the current loan consolidation program Sallie IVfae has re- 
moved from^ our portfolio $425,000 in loans with an average indebt- 
X edness of $6,250, almost twice the size of our average loan account. 
Given the relatively high cost of borrowing in the tax-exempt 
market at this time and the fact that we receive on one-half the . 
special allowance for most of the loans in our portfolio, the present 
loan consolidation program could threaten our ability to repay our 
outiitanding bonds and to acquire additional capital. 

If we are unable to offer a comparable consolidation program, we 
will be forced to establish certain dollar minimums with respect to 
loans eligible for sale. This will save the consolidation program. 

Third, I recommend that the minimums for determining eligibil- 
ity for consolidation be eliminated as long as the length of the re-' 
payment period is determined by the aggregate loan amounts. 

For example, under the present program if a borrower owes two 
lenders $2,000 each, his or her loans are not eligible for consolida- 
tion because ol* the $5,000 floor. The Indiana Secondary Market 
would like to be able to act on behalf of thatvborrower to consoli- 
date his or her loan^i into one $4,000 account. The borrower would ' 
nevertheless be required to repay that debt within the ciTrrent 10- 
year maximum period. 

Fourth, I recommend that consideration be given to reducing the 
level of special allowance payments with respect to consolidated 
loans. I believe that loan consolidation is necessary to assist in con- 
trolling default and bankruptcy claims. I also understand that ex- 
tending repayment periods increases the government's liability for 
special allowance payments. 

Recognizing the conflict between the need to offer extended re- 
payments on one hand and the increased cost to the Federal Gov 
ernment on the other, as well as the profitability of consolidated 
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loans, I would support a reduction of the special allowance pay- 
ments on consolidated^Ioans. v 
- Thank you. 

Mr, Simon, We thank you. 

Our final witness on panel is Mr. Douglas R. Seipelt, the director'^ 
of the Colorado guaranteed studfent loan program, ^ 
[Prepared statement of Douglas Seipelt follows:] 

PuErAREij Statement of Douglas R. Skipelt, Director, Colorack:) Guarai^teed 

OTUDENT Loan Pro(;uam 

Mr. Chairman and Members of the Committee, 1 am Douglas R SeipelU Dirt^ct^r 
of the Colorado Guaranteed Student Ix)an Program. I thank you for the invitation 
{jo speak today on the issue of loan consolidation in the Gua^;anteed Student Loan 
Program. j 

At first glance, the issue of loan consolidation is simple. It should work to allow a 
holder of loans to assist students who are heavily indebted to one or more lenders to 
spread out their length of re{)avinent and to consolidcit^? {)ayriient.s when they owe 
more than one? lender Tliat's where the simple part ends and the complexity of the 
Guaranteed Student I^^an system takes over. Issues of inU^'Cst rat^s, terms, i^aran- 
tors, lenders, secondary markets, and division of state and fe^eral^ responsibilities 
complicate the proceedings. 

PVom a guarant<)r*s perspective, the terms of the present Sallie Mae consolidation 
systxMn are straightforwara. The current guarantor of record is replaced with a fed- 
eral guarant^^e and my agency cancels the loan and I have no fi^rther responsibil- 
ities. It is clear, simple, and to date has been acceptable to Colorado residents. 

Rut, on the other hand, af; the number of students facing repayment problems 
grows, other entities such as the secondary market in my stat)*"and individual lend- 
ers who hold these studentij loans are asking \vhy th^y are not allowed the privilege 
of consolidating at least their own loans. The secondary rn^r^et also asks why 
should they not have the same eligibilities as Salli^Mae under ^ffi Higher Educa- 
tion Act smce they are structured to perform the same function on a statewide 
basii;. My lenders and the state secondary jnnarket are concern*! with issues oMoan 
management, portfolio costs, customer liaison and cultivatiom In addition, Sallie 
Mae is perceived as having an unfair market advantage in this area. - 

In the long term, these issues affect lender and holder decisions as to profitfimility, 
restrictions on new loans, and overall participation, thus they cfinnot be ignored. 

As Sallie Mae indicated i\ little over two weeTks ago, in related Congressional testi- 
mony, they do not wish U> maintain a monopoly in the field of loan consolidation. 
The GAG study related tliat numerous state secondary markets were both request- 
ing this authorftv and capable of administering it. These two facts make me believe, 
that within established national standards, state ftgencies and statewide secondary 
Bciarkets should be granted loan consolidation authority. 

However. -this decision oil the part of the Congress, would, create some questions 
that would have to be answered, 

L How would my and other agencies be compensated for the additional length of 
guarantee commitment (student fees)? 

2. P^xisting bond issues set limits on the types of loans that can be purchased and 
terms of repayment. Would all new or special bond financing be required to offer 
loan consolidation? 

3, Cx)uld statewide consolidators move across state cr guarantee agency bound- 
aries to purchase loans? 

4, Would my or other agencies receive additional federal administrative allow- 
ances to manage thje *'new loan"? . 

5. If a state did not participate in loan consolidation, who would be eligible to 
offer this service to students in that state, Sallie Mae, other secondary markets, 
other state agencies? u. 

G. Would the students in Colorado receive the same consolidation benefits and eli- 
gibilities as students who consolidate with Sallie Mae or in other stat^? 

Assuming suitable answers to these questions and others which might surface are 
forthcoming. Congress should extend loan consolidation to the states create parity 
with Sallie Mae. 

This suggestion thougfi does not solve the problem of national or statewide lend- 
ers who wish to hold tneir GSL loans. They should not be asked or forced to sell 
them to Sallie Mae or state consolidators when they wish to maintain their relation- 
ship with the students who have high balance debts. 
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Keeping in mind the original legislative intent, I propo^je ftie following idea to 
help these lenders, i • 

Xo understand This recommenidatioii, we must note the distinction between "con- 
solidation" and extended repayment terms. I propose that the GSL statutoVy repay- 
ment language be extended to 15 yearq for certain students. This gives existing hold- 
ers the option of performing Ihe stfited gof^l 'of debt management without utilizing 
the full component packa^t of "loan consolidation' V while maintaining their market 
share. The following could bo the paramet^»rs for such a change: 

1- Current holders (lenders) comd offer students a repayment plan with a 15 
ainortizatioh if the student s GSL debt exceeded $7,500. / 
2, The interest mX^, for ^he extended period would remrnrTat the stated G 




... ^.^^^.^ .*,v"»., ivyi ^,^t^.gg-^s^vA j-rx^i iv/\4 wUUlU ICillUlIl til tilt- bUlLt^C 

rowing rate, oi^ if long t*»rni budgetary costs prohibit*?d the Congress from i|fainbaln 
ing the 7 percent* or 9 percent rate, the rate could be increased to 9 perc 
percent for the extended berfefits. . \ ^ 

3. Existing lenders or secondary markets could purchase all othOr GSL loans of 
the student guaranteed by a single guarantor to meet the dollar minimuM of $7,500. 

4 The OPTIONS package of Sallie Mae for NDSL, FISL, and GSL mi^s would 
still be available but only to eligible loan consolidators. , 

. Extension of the repayment terms doc\s. infrease special allowance costs to the 
Pederfd Government. However, I believe that increase is not as substantial today; 
special allowance costs are less than default costs; sphecial allowance r^tes are down, 
as a result of lower national interest costs; and a minimum balance combined with' 
potentially raising the interest rate should overcome past opposition. This move 
would keep GSL loans with their existing lenders and potentially lessen the overall 
demarfd for students utilizing the-loan consolidation program. 

To reiterate, I recommend (1) we extend the "loan consolidation" capabilities of 
the Higher Education Act to guarantors and statewide secondary markets; and, (2) 
propose legislation that would extend ^he length of repayment for selected GSL bor- 
rowers to allow national and statewide lenders'to mainUiin their portfolios as they 
deem appropriate. 

I thank you for your time and consideration and would welcome your comments 
or questions. 

STATEMENT OF DOUGLAS R. SEIPELT, DIRE!CT0R, COLORADO 
GUARANTEED STUDENT LOAN PROGRAM 

Mr, Seipelt. Mr. Cfiairman and members of the committee, I > 
thank you for the invitation to be before you today. Rather than 
reading my testimony, I would request that it be entered in the 
record 

Mr. Simon. It will be. 
* Mr, Seipelt [continuing]. And try to respond to some of the gen- 
eral comments that my colleagues here have made rather than 
going through my prepared text. 

I bolaeve the issue of loan consolidation is out in front of us for 
some very good reasons. There are some major concerns that I as a 
guarantor in the State of Colorado have and also the lenders in my 

grogram in Colorado and also the direct secondary market in the 
tate of Colorado. 

The issues that have been brought in front of you this morning 
concerning the repayment piroblems of students, the problems of 
bond indentures as thev relate to potential payoffs, as Mr. Borden^ 
has yidicated, the problem of lenders not being able to consolidate 
debt/with students that they have are all important issued in the 
program that loan consolidation brings to bear as it relates to the 
issue\ of whether Sallie Mae is the only loan consolidator in the 
couijtry and should that extension be granted to States' guarantor 
agfencies and secondary markets? 

^thinkjl would like to draw your attention back to just a little ^ 
History ori loan consolidation which many of ycm well know. The 
issue of loan consolidation arose, in my opinion, for two reasons. 
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No. 1, the issue of students who were indebting thegiselves to a 
number of different programs, the natjljnal direct or national det^^ 
fense student loan in the old days, the guaranteed student loan and 
the federally insured student loan program. 

There was an issue amongst many students £uid Members of Con- 
gress that, students were getting into so many programs that the 
issue of their repayment terms and privileges could become an 
issue for potential defaults or the ability to repay. So the issue of 
loan consolidation then was created to solve that problem. 

As an offshoot to that, and one of the considerations that I would 
like to put in front of you today, was that at the time we were 
making that decision, you were also making the decision concern- 
ingian issue of the indebtedness level of students under the guaran- 
teed student Icf&n .program. We had, at that point in time, in- 
creased the debt limit of a student capable of borrowing on a 
yearly basis and also the aggregate limits to the extent that today 
we have students under the GSL only capable of borrowing a maxi- 
mum of $12,500 as an undergraduate and $25,000 as a graduate 
student. 

So the issue of the students' ability to repay that in a 10-year re- 
payment program under the concept of the current ^aranteed stu- 
dent loan program was very vivid in many people s minds at the 
point in time that we made the decision of loan consolidation as an 
eligibility for debt repayment. 

I think that the dilemma that I have had trying to address the 
policy question of whether the States are granted, quote, unquote, 
'the privilege of loan consolidation" versus the issue of extended 
repayment benefits in the guaranteed ^student loan component of 
that issue has been difficult for me because I do not have another 
vehicle in which to really address the issue. 

The^only way that the problem of the guaranteed student loan 
"^component of this issue in terms of the high debt balance of stu- 
dents and also the issue of my secondary market as it relates to 
debt that they have incurred under the program to purchase ^ar- 
anteed student loans and the'issue of lenders in my State as it re- 
lates to their ability tQ maintain rapport and customer relationship 
with students who they have lent their funds to, who they wish to 
continue having a rapport with those students through the repay- 
ment process comes to bear. 

That is why my testimony has related that as long as the only 
vehicle for this discussion in terms of trying to solve the concerns . 
of the Colorado lenders in the secondary market relates to the 
issue of extending repayment benefits* under the guaranteed, stu- 
dent loan program so that students have the ability to consolidate 
that debt, I believe the issue then should be that the State of Colo- 
rado and other lenders under our program and State agencies do 
need to have the benefits of loan consolidation. » 

But I would also draw your attention back to the discussion that 
we had in those days about extended repayment benefits in the 
guaranteed student loan program. One of the issues that we ad- 
dressed — we did not, as you will remember, feel that it was impor- 
tant at that point in time to extend the repajnment benefits because 
of the Federal costs in the outyears as it relates to the costs of the 
special allowance. 
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At that point in time we were looking at special allowance rates 
> which were almost equal to the cost of the direct subsidy. Special 
allowance at that time was IV^y 8, 8 'A percent, 9 percent, as it re- 
lated to the 7 or 9 percent consideration of the direct subsidy. 

Therefore, the outyear costs and the budgetary costs for extend- 
ing repayment' terms in the guaranteed student loan program were 
quite significant. I believe at this point in time that I am not sure 
that that budgetary constraint is still there, as it relates to the 
issue of extended repayment benefits in the guaranteed student 
loan program'. 

Therefore, my recommendation is that I believe that we must 
have a vehicle to address the concerns of fehe secondary market in 
my State and the lenclers in my State. I do not believe that those 
^J,wo i^ntities should be precluded from continuing a/relationship 
with student^^ who they nave lent to under their college degree as 
it relates to their repayment privileges and not be forced or other- 
wise to ^11 that loan off to a loan consolidator whether it be the 
State ageJt^, whether it be Sallie Mae or some other entity that is 
given that po^i^er. 

I think its imlpbij^nt that we also, at the same time, address the 
policy question of exTeiiding consolidation benefits to the States, 
that we address the concern of extended repayment benefits in the 
privileges of the ^aranteed student loan program as one compo- 
nent of the issue of loan consolidation as it relates to NDSL, feder- 
ally insured loans, potentially ALAS loans and also the guaranteed 
student loan component. 

In my paper I have given you some recommendations as it re- 
lates to that and I would like just for a second to go through those. 

I believe that the issue for my lenders, at least the direct lenders 
in my State, the commercial lenders, that issue would be solved if 
we were to grant them the condition of extended repayment bene- 
fits under some constrained lending requirements such as the ey^ 
tended repayment benefits would be. for ^ 15-year period under the 
guaranteed student loan program and that we commit those repay- 
ments to only students who have a consolidated GSL^debt of at- 
least a $7,500 loan amount. v 

I believe also that to address the concern,-^ personally believe 
that the interest^ rate as it relates to the consideration of special 
allowance today could remain the same for this extended repay- 
ment benefit, but if it was the consensus x)f the Congress that for 
budgetary constraint that that cost was too great to Offer these ex- 
tended repayment benefits, then I would propose that we do then 
raise the interest rate for the consolidated repayment loan under 
GSL to a figure of 9 percent for 7 percent loans or a figure of 11 
percent for 9 percent loans and there is nothing magic about those 
two numbers. 

I think those two^numbers would be set as it relates to thfe budg- 
etary constraints or the cost to the Federal Government under the 
special allowance program. 

j^hinl^'tliat at that same time if you were then to grant the con-^ 
solidation benefit loathe State of Colorado or the secondary market 
in the State of Colorad(f that the needs of Colorado residents as it 
relates to consolidating NDSL's, FISL'-s and GSL's could well be 
met, but the other factors of lenders m my State who wish to main- 
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tain their relationship and customer rapport with their lenders 
would also be solved at the sajne time. 

I think also, at least in the State of Colorado,^ what you would 
find is that the need of loan consolidation as an entity would be 
lessened because the major component in my State of indebtedness 
is in the GSL faction of tfiis equation not in cross referencing a 
number of two or three or four different other programs. 

With that, Mr. Chairman, I would be more than happy to answer 
any questions you might have, 

Mr. SiiAON. Thank you very much. 

I^et me just make a few comments as I sense where we are. 

No. 1," as an accommodation and a convenience for those who 
have borrowed, this is a desir&ble thing, but probably not a high 
priority thing from the viewpoint of the Federal Government. 

No. 2, on the cost factor, 1 have a hard time getting hold of any- 
thing. Is this ^oing to cost the Federal Government $2 million, $80 
million? I don t know. That is a concern.: 

^ 1^0. 3 goes beyond the accommodation factor. To what extent, 
when we have consolidation do we help institutions to make money 
available to other students through NDSL repayment? To what 
extent are we encouraging the lenders, the banks, to stay in the 
field? 

1 don't know whether the gentleman from Citibank who testified 
is still here. 

Mr. BiKLEN. I am. 

Mr. Simon. If you don't mind pulling up a chair and if I can call 
on you again — I wonder if you would comment on those general 
kind of categories and specifically, I would be interested in what 
you think the perspective is, not only of Citibank, but for banking 
institutions' attitude toward this whole question. Maybe if I can 
refer this to you first. £ 

Mr. BiKLEN. Yes. I think I can speak for most of the other lend- 
ers. As 1 indicated earlier, I have spoken to a number of other lend- 
ers on this subject and I think there is a real concern, given that 
lenders cannot offer this particular product or service, that they 
are put in a position of really competing unfairly. What we find^ 
happening is that we are losing our high balance loans. The fact^ 
remains that those loans cost us the same to service as any other 
loan does. That is a real concern to us. 

I think complementing that is the fact that we lenders have had 
experience in consolidating loans, given that any time you make 
more than one loan to an individual you have to consolidate those 
loans into one when they go into repayment and you negotiate a 
new repayment schedule and so forth. 

So this is not entirely new although this would be a somewhat 
different process. The other point I made — earlier was that I think 
in an administrative sense that having the lenders participate in 
this program I think would ease the burden on students. There 
would be no need necessarily to bring in an additional party that 
would have to purchase the loans. One of the lenders that already 
have them would simply buy the rest of them. So you wouldn t 
have to bring in another party and it would just be a lot simpler to 
effect. 

Mr. Simon. All right. 



P comments from any of the others on my reactions here? 
Mr, Madigan. If I might, Chairman Simon. 
Mr. Simon. Yes, 

Mr, Madigan, I understand what you mean wKSh you say this is 
a matter of accommodation and probably not a matter of high pri- 
ority to the Fedenil Government, but if I might have you consider 
some of the extreme cases. We happen to be in Rhode Island, a 
direct lender in the HEAL progi am, and we have a number of stu- 
dents who are going into a variety of health professions institu- 
tions. 

One of our greatest concerns recently has been students to wbom 
have been advancing as much as $10,500 a year to attend veteri- 
nary school. They are graduating with a $20,000-plus debt, not to 
mention other debts th<iy may have incurred either in GSL or 
NDSL in undergraduate school or even in their veterinary program 
for costs other than direct tuition. We have students graduating 
with $60,000 worth of debt and the typical starting salary for a new 
veterinary is about $18,000. ^ 

It seems to me that we have to express concern for the ability of 
those students to meet that kind of obligation and consider It some- 
thing more than an accommodation. It becomes a nepessity, I 
think, to avoid the excessive costs that might be incurred in bank- 
ruptcy and (>ther kinds of default Many of these stude/its, their 
first contact is to say, ''I have a big proble^i and I hav\to have 
graduated repayment," and we are attempting to deal wi\h that. 

But I think the fact that we offer the program and that ^udents 
take advantage of it in anticipation of some great capacity Jfo repay 
and then to find out that this hasn't occurred and thaU^ey need 
- help becomes something that has to be of consideraGle social con- 
cern. 

Mr. Skipelt. Mr. Chairman, I would like to follow up on Mr. Bik- 
len s comment My testimony and my proposal is directly related to 
the structure of the State of Colorado as it relates to the lending 
community. I have concerns for the secondary market in the State 
of Colorado because they are a purchaser of student loans as it re- 
lates to Liquidity in the State of Colorado. 

On the other hand, my secondary market in Colorado is not a 
direct lender. All of the loans made in Colorado, almost $300 mil- 
lion to date in the last 3 years, are direct loans made by lenders in 
the State of Colorado, about 225 individual lenders. Over 80 per- 
cent of that paper is still held in those lenders' portfolios. Most of 
those lenders that do not sell to the secondary market in Colorado 
have participated in the program because it is a customer relation- 
ship program. 'It is a program that they utilize to both cross-sell 
other lender services in relationship to other loans, deposits, 
^demand deposits and other things, that they have visualized the 
guaranteed student loan program as part of a generalized credit 
package to an individual and a family. 
Therefore, it is very important to them if their consideration, 
^ both from a cost factor and a participation factor, is whether or not 
they can maintain that graduate student's indebtedness after the 
student has gotten out of school and goes into repayment. If they 
cannot maintain that account for the next 10 or 12 years in the re- 
payment status and potentially make other loans and other credit 
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and other banking relationships available to that customer then 
they, I feel, are not totally willing to participate on the front end 
in making that loan in the first place. 

So I have some considerable concern about their eligibility to 
participate in this, quote, unquote, ''loan consolidation mecha- 
nism/' 

Mr. Nicholson. Mr. Chairman, I v^^ould like to comment on your 
first two points as well and tie them together. The matter of loan 
consolidation or extension of repayment as a ccinvenience, I want 
to concur with my \coll6agues that it really is more than a matter 
of convenience. In the long run, the Federal Government is apt to 
save money, not lose money by avoiding* the /defaults that come 
with forcing repayments into a 10-year period. J 

From day one of the program, 1965 

Mr. Simon. If I may interrupt. One of mv concerns here is that it 
looks to me like maybe we are helping the students wh^ are not 
likely to default anyway. Those who have defaulted are not going 
to get consolidation. Is that correct? 

Mr. Nicholson. Yes. 

Mr. Simon. Those who have defaulted are not. So what we are 
doing is that w6 are taking the low-risk student and providing as- 
sistance? 

Mr. Nicholson. There is an argument, Mr. Chairman, that the 
high indebtedness students are more apt to repay their loans, that 
the default rate on those loans is lower. I think that's documented. 

On the other hand, there are many students — and we have expe- 
rienced this situation — who have graduated owing a lot of money 
and simply cannot repay it within the lO-year period. In 1976, the 
most you could borrow in this program was $10,000. Now in GSL 
alone you can borrow $25,000. Now your payments will be three 
times gs high. It will be over $300 a month as soon as you leave 
school and enter your base period. 

So I think there's a need. But there is also very definitely ^ cost 
to the Federal Government, On a 10-year repa^ent on a $20,000 
the Federal Government will pay $3,000 in special allowance over a 
10-year period on a $20,000 loan. Now if that $20,000 worth of loans 
is consolidated for 20 years and extended for 20 years, the special 
allowance payments would be five times as much; it would be over 
$15,000. So there is a very real cost to the Federal Government of 
this program. 

I would like to suggest that that cost is greater than it needs to 
be. I think that there is a need for loan consolidation and recogniz- 
ing that need, I think that there ought to be a concession made on 
the part of those people who think there is a need, recognizing the 
budget problems of the Federal Government, that the special allow- 
ance on consolidated accounts be reduced. 

The Indiana Secondary Market is able to operate in the black 
buying accounts that average $3,200. Sallie Mae is able to generate 
handsome profits buying accounts that average $5,000. The ac- 
counts that we are talking about here are averaging well over 
$10,000. There is a profit potential there that can be reduced with- 
out creating significant disincentives for those of us who wish to 
consolidate loans on behalf of students. 

Mr. Simon. Yes? 




iir> 

Mr. Borden, ^r. Chairman, I, too, would lilce to make some com- 
/nents. I don't think that anyone else has addressed th|| relation- 
ship of the educational institutions and the possibility tlPough loan 
consolidations of, in effect, prepaying NDoLs and putting more 
money into circulation in the institutions, 

I did, in fact, talk with a person at one of our major institutions 
in Kentucky yesterday on this particular p)oint. To his credit, I 
guess, hc^ called me rather than me calling him. The point he was 
making is that he can not cover his servicing costs on NDSL at the 
3-, 4-, and 5-percent incomes and he, therefore, is very interested in 
runr)ing some social security number soVts with us for us to tell 
him which of those borrowers have GSL's so that 'he can then send 
lists of names to Sallie Mae. 

I explaiaed to him that we rather like those high balance GSI/s 
because they make it possible for us t^make those low-balance 
loans available to his students. ^ v 

We could do this. We could identify a of peopife who are eligi- 
ble for consolidation and probably need consolidation biit it's eco- 
nomically not a very good decision for us tp cream our own portfo- 
lios of the high-balance loans. 

So there is a great interest on the campus in that area of consoli- 
dation . 

On a couple of other points that you mentioned, the cost factor, I 
agree that it is very difficult to get a hold on that, but would again 
refer to thp table on page 4 of my remarks. While it's difficult to 
get a hold on the cost of setup, the cost of advertisement, acquisi- 
tion, it s not too difficult to get a hold on the cost by which spe/cial 
allowances increase when a loan is consolidated out of a portfolio 
that has been financed in the tax-exempt market. 

We get half the special allowance; the non-tax-exempt people get 
a full special allowance. So certainly, to the extent that we are 
losing accounts, the special allowance is going up substantially cur" 
rently- ^ ' 

1 thii>k if the justification for the program is to have an impact 
on defaults, we ought to sirhply require the people who are 60, or 
perhaps even more days delinquent, be eligible for consolid»tfon as 
well. I recognize there are some difficulties in that, but certair\ly I 
think those difficulties can be managed. I am sure that we could 
manage 60-day delinquent consolidation in Kentucky. 

Finally, you addressed the issue of whether this would help keep 
lenders in. I agree with the gentleman from Citicorp that it would, 
because they are very, very aware of servicing costs and they know 
that if large volumes of loans get consolidated out, that their serv- 
icing costs may not be met on those lower balance loans. 

So I think you hit three very excellent points with respect to this 
issue and it seems to me that it's solvable by extending it and by 
making the law much more specific. 

Mr. Simon, One final question, 

A couple of you touched on the -need in commenting. I wonder if 
the other three of you — if I can pull y^u in as a witne^ again here, 
Mr. Biklen~to what extent is this really a need or to what extent 
is this simply an accommodation that maybe 'we ought to make, 
but it is not a high-priority item if the costs are going to be a major 
factor here? 
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Mr BiKLEN, To the extent that it is a need, I think it's difficult . 
to conxment on that. We have seen our salps of these things picking 
up dramatically in the last two months, I would say. I would at- 
tribute that primarily to the advertising campaign that has been 
-going on. 

In the sense of what is the need out there — and I think this 
really gets back to how does all of this really tie to the default rate. 
Would these people pay regardless of whether or not they could do 
this program? I don't know the answer to that. The only thing I 
could suggest— and I don't know if this information is available, 
but as I said earlier,, if it weye possible to determine at what point ^ 
are these loans being consolidated, at what point in repayment are 
they being consolidated and get a fix on that— are they 1 year into 
repayment, are they 2 years or whatever^ and then you could com- 
^ pare that to, if it was available again, the history of defaults that 
' have occurred in the normal GSL and NDSL programs up to that 
point in repayment. Then we could get an assei^sment of what is 
really the impact of this program on defaults and, until we know 
that, I don't think you can really make the judgment of what is the 
need^for this program. 
Mr. Simon. Any further comments? 

Mr. Seipelt. Mr. Chairman, I believe that the need in this con- 
text is sort of like a moving freight train. The statistics to date as 
it relates to the Sallie Mae loan consolidation numbers are really 
insignificant as it relates to t-he total portfolio that is setting out 
there in the guaranteed student loan program, the NDSL and/or 
potentially in the ALAS/PLUS component, 

I believe though that the circumstances that we are seeing that 
the gentleman from Indiana proposed is that as we cpntinue 
through the cohorts of the guaranteed student loan program 
through the next 3 to 5 years of the massive amount of loans that 
we put under guarantee in this program, as those loans become 
due and payable in the repayment sequence, the need for a struc- 
tured extended repayment, extended potential payoff, students will 
increase dramatically,' because, as we— just over the last 2 years 
from the guarantee agency perspective, we have increased the av- 
erage debt per student by over $1,500 per student. That is quite sig- 
^ nificant in lesJ? than a 2-year time period. What we are seeing is 
that due to the cost of education and other related student aid pro- 
grams, that debt burden of students is rising and they must contin- 
ue to borrow as their higher education costs continue. So I believe 
that the issue may not be as grave and needy today, but in the 
next 2 or 3 or 5 years, it will increase dramatically. 

Mr. Simon. That's a good point. 

Mr. Madigan. Chairman Simon. 

Mr, Simon. Yes? ^ . 

Mr. Madigan. There is one other area too that has not been 
brought up in any testimony so far and that is the problem of po- 
tential consolidation for parent loans, which, of course, is a rela- 
tively new program. But here is a situation where parents make 
consecutive loans for 4 years in a row up to a maximum of $3,000 
- and find that these obligations are accumulating each with its own 
separate repayment period and potentially with different interest 
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rates, we already have some parents, of course, who borrowed at 14 
percent and then made additional loans at 12 percent. 

It may be important to consider the need in that particular area 
for potential consolidation as well. 

Mr. Borden. Mr. Chairman, with respect to the need for consoli- 
dation issue, I tend to agree completely with Doug's stiitements 
that the future need may be gi-eater than the current need. 

However, it's one of those kinds of issues where you almost n^ed 
to legislate good judgment on the part of the people offering to con- 
solidate because we see a lot of cases where students may have 
only $4,000 or $5,000 in loans and they need an extended repay- 
ment period because they either haven't completed the educational 
program or they are simply in an occupation which won't support 
those kinds of repayments. 

^But it's a two-edged sword to the extent that you raise that 
$5,000 threshold, you are, in effect, limiting the -consolidation pro- 
gram to the doctors, the lawyers, graduate students, who have 
probably gone through the programs and completed many of them 
and have the highest capability to pay. 

To the extent you lower that threshold, you are, in effect, encour- 
aging extensive increases in special allowance payments that would 
be due froifi the Federal Government. So, I just sympathize with 
the fact that it is a problem as to how you solve that dilemma. But 
subjectively, and based upon our experience, with about $179 mil- 
lion m student loans in Kentucky, we see a lot of people who have 
a need to consolidate some extended and reduced repayment terms 
but they-are-not just-above $5,000. - - 

Thank you. 
„ Mr. Simon. We thank you. 

I am going to call on Mr. Penny in a moment, but we may want 
to get back to you. We are going to have to move rapidly on this 
now and make some decisions soon. 
* Mr. Penny. 

Mr. Penny. Mr. Chairman, this may have been covered while I 
was gone, but I am curious about the competition between all the 
lenders for consolidating loans and whether that is going to result 
in the circumstance where Sallie Mae is no longer going to partici- 
pate in the consolidation at all, if we open it up to private lenders 
and to direct lenders, to States who might be direct lenders. 

Mr. Nicholson.. If I may, I would like to comment on that.' 

My colleague from Citibank isn't going to like to hear me say 
this, but I don't think that- it would be* a good idea to extend con- 
solidation to all lenders. Lenders would be then highly motivated 
to take in as many large balance accounts as they can, because, as 
I said, large balance accounts are profitable accounts. 

That will, leave those of us who don't have a choice but to buy 
student^.loans in jeopardy. We will be left with the smaller balance 
accountg- .We are not in a position of the banks, where if we can't 
operate in the black or break even at what we do, then we can't go 
out and make car loans or second mortgages. We are in this one 
business because basically the Congress has put us there. 

We offer a valuable service to citizens of the States. To allow 
banks, as well as Sallie Mae, as well as State secondary markets all 
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to cgmpete in this program/ 1 think, would be detrimental to the 
future of the program as we know it and of its recent success. 

Mr. Borden, I think one way to perhaps limit that competition is 
to incorporate a requirement that, the first attempt at consolida- 
tion be made by an entity which is a holder of one of the loans to 
be consolidated. One of the benefits of this is that you substantially* 
reduce the cost of data collection in conv|^ion to the consolidated 
loan. 

Another thing is. that if you are dealing with secondary markets 
or direct lenders, you could require that at the point the loan is 
made, there be a disclosure as to the capability or the availability 
of consolidation by that particular lender. 

I would then say that if you have a borrower who is eligible that 
no other consolidation agent holds a loan for that, that person 
ought to have the capability to go directly to Sallie Mae. 

Mr. Penny. Thank you. 

Mr. Seipelt. Mr. Chairman, could I make one response to that? 

I believe, Mr. Penny, that my testimony speaks directly to the 
issue that Roy just raised. I personally do not believe that it is good 
public opinion to offer the quote, unquote, *'loan consolidation 
mechanism" to over 1,500 entities in this country as it relates to all 
the j^tential lenders — State secondary markets. State agencies 
themselves. 

On the other hand, due to the points that I made before, I thitik 
we need to be very careful not to put the lenders, the lenders them- 
selves who put up the money in the first place, many of which hold 
their loans through repayment, into an untenable situation that 
they cannot compete with the secondary market in Colorado or the 
secondary market in Indiana or Kentucky or otherwise, because 
the issue for them is extended repayment benefits on loans that 
they wish to hold, not the issue of, quote, unquote, *'loan consolida- 
tion.'^ So I think we have to be careful not to forget where the 
funds come from in the first place. 

Mr. Biklen. Yes. I would echo what Doug just said. In terms of 
your original question, ''What might this do to Sallie Mae?" I still 
think that there would be a need for Sallie Mae to the extent that 
they would be making consolidations that might run across guaran- 
tor lines, that would run across NDSL — I don't believe thev are 
consolidating HEAL loans now^^ut I think you would still find 
that type of need. 

Again, in reflecting on what Doug just said, I think what we are 
really talking about is if the lender has a loan with them, to allow 
us to make the consolidation, too. I think that's the basic issue. 
Otherwise, you are at a tremendous competitive disadvantage and 
you would really have some questions about the program. 

Mr. Madigan. If I might comment briefly also. 

We are really not so interested, at least from my point of view, 
in competing as we are in protecting oui^elves against loss. If we 
suffer loss, we are in a real difficult situiU^on. As Mr- Nicholson 
pointed out, we cannot get into other markets. So once those high 
dollar average loans are gone or once we put loans up in repay- 
ment at startup cost and then have those loans bought immediate- 
ly, we suffer real substantial loss and we have to protect ourselves 
against that. 
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Mr. Penny. I have no further questions. 

Mr. Simon. I think minority counsel has some questions. Mr. 
Dean? 

Mr. Dean. I would like to ask the panel to comment on a state- 
ment made by Mr. Fox earlier. 
On page 20 of his testimony he says, "We do not believe that the 
v^^^ concept of a weighted average interest rate is a viable one." Mr. 
^s{ox goVs on to Sciy, ''If weighted rates were applied, the number of 
p^iutations in combinations of monthly payments would be infi- 
nite, and the borrower could not be informed up front of the new 
payment schedules until after the new promissory notes were gen- 
erated/' 

Thats the first thing I would like you to comment on. The 
second one is, "It would be extremely , difficult to accurately gener- 
ate afrd control the Government interest billing if weighted rates 
are reported to and must be validated by the Department of Educa- 
tion." 

If each of you could comment on both of those, whether you 
agree or disagree with Mr. Fox, and if you do disagree, why you 
don't think these are problems with the weighted ra^. 

Mr. Borden. I believe that if you permitted averaging to two or 
three decimal places, that certainly you would have a great deal of 
problems. But if you average and then round up to the nearest in- 
teger, there should be no problem. In fact, the great majority would 
be 7-, 8-, or 9-percent loans and we are going to have all of those 
anvway. There might be some tens if we have HEAL loans in- 
volved, and possibly it could go up to 11. But so long as you keep it 
in that direct relationship of a full-integer interest rate — and the 
rounding-up would also have the benefit of reducing specrial allow- 
ance costs for the Government— it seems to me that both Sallie 
Mae and the Department of Education have demonstrated a capa- 
bility to handle special allowance billings on that basis. It's just 
adding a couple of other categories. 

Mr. Nicholson. I can't improve on what my colleague from Ken- 
tucky has said. I think he Jhas said it very well. 

Mr. Dean. Pletise comment on the fact that the borrower will not 
know the monthly schedule until after the note is issued. Again, it 
would be a weighted average and the borrowers wouldn't know 
how much the consolidation amount would be until they got the 
original notes from* the holders. 

Mr. Borden. I don't really understand that point because when 
you get the information on thfe student loans to be consolidated, it's 
a relatively simple matter to then run that through the machine 
and see what the total amount to be paid off would be and what 
the repayments would be on a monthly basis. It may create an in- 
tervening step that would add some expense. You get the informa- 
tion in and then yoy ^send back to the borrower and say, 'If you 
choose to consolidate, these will be the terms, conditions, and re- 
payment rates for such a consolidation or these are the options 
that you have with respect to that." 

So it seems to me that that should be a problem. 

Mr. Dean. As I understand this— you wouldn't be able to know 
exactly what the repayment amount would be because you don't 
know what the balance is if a loan has been in repayment for 6 * 
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months. Let's say that one is a 7-percent loan ana then you have a 
couple of 12 percent loans at various other stages, Vou wouldn't be 
able to tell the student, depending on how you were going to deter- 
mine the weighted average, either the interest rate that they were 
going to be paying or the monthly payment on it. This is because 
you wouldn't know what the balance was until after you had al- 
ready sent notice to the holders of those notes and those notes Ihad 
come in. 

Mr, Borden. I think that s the equivalent of closure on a bond 
issue where you are refinancing other debt. You have to pick a 
point in time at which the consolidation would occur and you reacK 
that agreement or you state that date to the borrower and to the 
other holders of obligations for the borrower and then you settle up 
with the prior holders as a part of the closure mechanism. 

It s ^am^*tnin|j that many of us have been through and I continue 
to think that it s not an insurmountable difficulty, 

Mr. NiCHOii^ON. What Mr. Fox has said is correct with respect to 
the idea that you would average out to two or three decimal places. 
The picture is changed entirely when you talk in terms of rounding 
up to the nearest whole percent. With respect to the difficulty for 
the Federal Government to audit bills; again, he's entirely correct 
in saying that that would be nearly imjlossible for them tg do, if we , 
were talking about rounding out to one or two or three decimal 
places. It's not true if we are talking about rounding up to the 
whole integer. 

Mr. Dean. You would probably double or even triple the number 
of different interest rates that would be in a portfolio for billing a 
special allowance. 

Mr. Nicholson. Yes; that's possible. 

Mr. BiKLEN. I think that what he might be getting at there is the 
fact that if you 'have one rate or two rates and you know what 
those rates are going in, an individual would know what their out- 
standing w^as Qnd it would be very simple to calculate — based^upon 
the repayment term — what the monthly payments were to be. 

On the other hand, if you were going to come up with — if^ you 
were going to start averaging rates, you would not be able to refer 
to a simple table. You would have to go through this weighted av- 
erage calculation^ I think that is what he was getting at there, 

Mr. Madigan. I might just mak^ the point also that our second- 
ary market already purchases loans in repayment and we do have 
the capacity for determirxing what the balance would be, 

Mr. Dean. Let me asK^one last question. 

Do you see problems with interfacing a weighted average interest 
rate on these loans with the graduated repaynlenf program? I un- 
derstand that would be extremely complex and be nearly impossi- 
ble to implement. Do you think that you could implement this; 

Mr. Nicholson. Yes, Mr. Dean, I do. Once thp rate has been es- 
tablished at 8 or 9 or 7 or 10, then the matter of applying the grad- ^ 
uated repayment formula is the same whether we are talking 
about a 7-percent loan in the first place or an 8 or a 9. That's what 
computers are for. [Laughter.] 

Mr. Madigan. We work with a servicer and I checked with him 
specifically to see what kind of problems he would have. Let me 
say up front that he admitted that it is a very difficult problem to,^ 
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solve initially, but it is a matter of solving how to program it and 
once it is programed it no longer becomes a difficult problem. 

Mr. Borden. Maybe the report language ought to specify that 
Sallie Mae ought to share that technology with the guarantee 
agency. [Laughter.] 

Mr. Simon. We thank you very much for your testimony. 

We may very well be getting back to you for your reaction to 
what we will be putting together. 

Thank you very much. The hearing stands adjourned. 

[Whereupon, at 11:49 a.m., on June 8, 1983, the subcommittee 
was adjourned.] 
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